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Bendix Av’n Borg-Warner 
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Budd Wheel Timken R. Bz. 
Midland St. P. Thompson Prod. 
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HIS week’s UNITED Re- 

port contains a thorough- 
going review of the auto ac- 
cessory industry and how on 
the one hand it is being affected 
by drastic cut in automobile 
output, and on the other hand 
by huge defense orders. 


If you are holding any of these 
stocks be sure to get this Report 
showing which issues are best situ- 
ated—which, in our opinion, should 
be avoided. 


Send for Bulletin MW-76 FREE! 
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October 17, 1941 
HE Board of Directors on October 15th. 
1941 declared a quarterly dividend of 
$1.621%4 per share on the outstanding $6.50 
Cumulative Preferred Stock of this Com- 
pany, payable on the 15th day of Novem- 
ber, 1941 to stockholders of record at the 
close of business on the 28th day of Octo- 
ber, 1941. Checks will be mailed 
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clared on the Common Stock of said Company, 

EUROPEAN REPRESENTATIVES — International News Co., Ltd., Breams Bldq., payable December 20, 1941, to stockholders of 
London, E. C. 4, England. record at three p.m. on December 2, 1941 
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With Your Subscription NOW,—Personal Private-Edition 
Copy of the Most Important-To-You Book of The Year 


TO MAKE 


MONEY TODAY 


By A. T. MILLER, Investment Authority 


Now and throughout the momentous year ahead, this book will be your most practical invest- 
ment aid—one to which you will refer continuously and depend upon for sound guidance as the 


pattern of our war economy unfolds. 


It is designed to provide you with that extra help so vital 


to your investment success under today’s difficult conditions. 


IT WILL TELL YOU: 


I. 


2. 


This book will serve you well in these critical days 
. . give you the benefit of our expert judgment. We consider it one of the finest we 


problems . 
one of the most practical. 


have ever published .. . 


W hat to Consider Now; Throughout 1942 


. General Strategy and Tactics to Enable You 
to Ride With the Tide. 


Hou to Decide What Action to Take 
.». You Are Your First Investment Problem 


(a)—A new and original method for arriving at 
proper conclusions based on 1. Your temper- 
ament, 2. your experience, 3. your background, 
4, your economic status, 5. your requirements. 


(b)—If you are “psychologically” adapted to be an 
investor, a speculator, or a semi-investor. 


(c)—Whether your resources require a common- 
sense rather than a “psychological” handling. 


ww 


To Assist You Further— 


. . How to Determine Whether Your Holdings, 
Diversification and Balance Suit Your Needs. 
. How to Follow a Strategic Semi-Investment 
Course. 
. How to Plan and Carry on a Sound Invest- 
ment Program. 


. Fitting Selections to Your Needs 

... Suggests Types of Securities and Weighs 
Their Merits Under Today’s Conditions. 

(a)—For Investment—For Profit and Income—For 

Speculation—For Short Term, Longer Term. 

(b)—Points Out Securities Rating High Because of 
Sound Labor Position . . . Well Founded 
Economic Outlook . . . Dynamic Issues That 
Suit the Times . . . Post-War Opportunities. 

(c)—-Presents Rounded Portfolios to Meet Indi- 
vidual Needs. 


. enable you to think out your own 


To be sure of receiving a copy, send your order today as we are printing only a limited edition. 
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With Th\e Editors 





Tho Psychological Side 


PreorpLe ask, “What’s the matter 
with the stock market?” 

That’s the wrong question. The 
market is only what the emotions 
and judgments of investors and 
traders make it. So the question 
should be, “What’s the matter with 
investors and traders?” Probably a 
better answer could be had from 
a good psychologist than from the 
average financial analyst. 

The condition is not something 
that can be measured with a slide 
rule. In the stock market 2 plus 2 
does not necessarily make 4. It 
often makes what people hope it will 
make or fear it might make. In 
1929 2 plus 2 equalled at least 8. 
In 1932 2 plus 2 equalled about 1. 

In some degree the general level 
of market values fluctuates with 
business volume, corporate earnings 
and dividend prospects. But in con- 
siderably greater degree it fluctuates 


BY LAURENCE STERN 


with human hopes or fears. For 
this reason, the “bloodless verdict 
of the marketplace” is not nearly as 
“bloodless” as it is commonly sup- 
posed to be, nor as foresighted. If 
the market—that is, the aggregate 
of investors and speculators—could 
forecast the future, the industrial 
average would not have risen to 381 
in September, 1929, just a few weeks 
before the beginning of our greatest 
panic, nor have set a low of 50 in 
February, 1933, a few weeks before 
the beginning of a rise of 116 per 
cent. 

It is impossible, of course, to 
measure emotional excess in tangible 
terms. About the only general rule 
we can go by is to reason that any 
pronounced deviation from the 


market’s average behavior patterns 
of the past probably represents a 
psychological extreme. Since such 
extremes are no more permanent 
than the sunshine or the rain the 
wise investor will strive to avoid 
being unduly swayed by them. 

Explaining his method, a very 
wealthy investor once said, “I just 
do what the public wants me to do. 
I buy from them when they want to 
sell. I sell to them when they want 
to buy.” 

This, of course, is a decided over- 
simplification, but it illustrates the 
point made here. There has seldom 
been a greater extreme of invest- 
ment caution and liquidity than 
exists today. It is no more likely 
to prove right or lasting than did 
past psychological extremes. Today 
a man is classed as an optimist if he 
thinks the future is good enough to 
be called uncertain! 
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The Near-Term Business Outlook 


By Joun D. C. WELDON 
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Today's Leaders and Laggards in Corporate 


Earning Power 
By J. C. Ciirrorp 
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Men and machines of the Bath Iron Works, at Bath, Maine, are 


working day and night on ships. Similar scenes—some on a much 


bigger scale, some much smaller—are now to be found in scores of 
ocean-front communities, from Maine down to Florida, from Florida 
across on the Gulf to Texas, from California up to Washington. Ahead 
of us is the biggest shipbuilding boom of all time. See page 92. 
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The Trend of Events 


DOUBLING DEFENSE ... Defense officials are planning 
a “victory production program” calling for the expendi- 
ture of more than $100,000,000,000 over the next two or 
three years. To beat Hitler, they say, we must as rapidly 
as possible reach a status in which not less than half of 
the national income is devoted to defense purposes. 

It need hardly be said that this publication favors 
doing whatever is essential to serve the vital interests of 
the United States. On the other hand, we cannot escape 
the conviction that our officials are inclined to 
think of defense too much in terms of money and 
abstract statistical concepts. Tanks are made out of 
metal, not out of dollar bills. And we cannot sink Ger- 
man submarines with percentages of the national income. 
It takes shells, bombs or depth charges to do it. 

What we need most of all is the nearest possible ap- 
proximation of a master plan, expressed in physical 
terms. Instead, one gets the impression that officials 
are thinking just in terms of “defense in general’—as if 
$2 would buy exactly twice as much defense as $1. In 
fact, they say the expanded program “means twice as 
many of nearly every item of military equipment.” 

Do we need twice as many battleships, fighter planes, 
light-weight tanks and rifles as are now authorized? We 
doubt it very much. On the other hand, we might very 


well need five times as many bombing aircraft or ten 
times as many .medium and heavy tanks as are now 
scheduled. 

The problem is one of materials, machines, power, 
labor, transport. It has little or nothing to do with 
“national income” or any specified percentage thereof. 
Our manufacturing and extractive industries provide the 
backbone of the program, but in normal operation ac- 
count for a minority share of the national income. Their 
contribution to national income from now on will be 
increasingly in output of goods which have no relation 
whatever to the living standard. Much more than half 
of our national income derives from activities and occu- 
pations which can make no direct contribution to the 
arms program. 


SPECIAL PRIVILEGE ... We do not believe the Amer- 
ican public will much longer stomach the reckless abuse 
by labor unions of the special privileges granted them by 
New Deal law and tolerant administrative policies. 
There is no defense for what is wrong, unjust, immoral— 
and to compromise with, or ignore, this fundamental 
issue of wrong versus right, as the Government has done 
to date, is both futile and intolerable. Special privilege 
will always be abused, and never curbs itself. 
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The Wagner Act set up standards of conduct in labor 
relations which employers are forced to observe but 
imposed no restraints upon union conduct. On top of 
this, for several years, the initial Labor Relations Board 
leaned over backward to favor the unions and to go 
further than the law required in hostility to employers. 
As the inevitable abuses of Labor’s special privilege 
began to develop, the Roosevelt Administration dodged 
the basic issue, temporized, compromised. It is still 
doing so. 

Today it is not uncommon for labor unions to refuse 
to abide by elections supervised by the Labor Board 
itself. If an A. F. of L. union wins an election, the C. 1.0. 
minority will strike against the employer because he 
abides by the Labor Board decision which the law says 
he must obey! If the C. I. O. union wins the election, 
the A. F. of L. minority will strike. Either loser can, 
and often does, boycott the products of the employing 
company. This is not industrial democracy, nor “social 
justice.” It is chaos and flagrant abuse—and the types 
of wrong cited here don’t begin to paint the full, mal- 
odorous picture. 

The time has come for Congress to act. At the very 
least, the Wagner Act and the anti-injunction law should 
be amended to provide that unions failing to abide by 
decisions of the Labor Board shall automatically forfeit 
all privileges established by these statutes; and that 
these privileges are also forfeited if a union calls, or par- 
ticipates in, any strike in a defense industry after Fed- 
eral machinery for the arbitration of- grievances and 
disputes has been made available to it. Organized Labor 
is not above the law or the national interest. If it con- 
tinues to imagine so, it is riding for a fall. 


FOOLS RUSH IN... In Parliament spokesmen for 
British Labor are sharply critical of Prime Minister 
Churchill’s “caution” and are fervently demanding large 
scale British military action “somewhere or anywhere” 
to aid Russia. 

This would be funny, if it were not so serious. As is 
well known, Winston Churchill has never been restrained 
by lack of intelligence, imagination or courage. He has 
more of all these qualities than any other British leader 
of modern times. He is restrained by prudent regard for 
Britain’s lack of adequate arms. Whose fault is this? 
It is not Churchill’s. 

During the years when Hitler was arming, Churchill 
repeatedly and insistently cited this rising threat to 
Parliament, urged that Britain and France take pre- 
ventive action at a time when it could have been taken 
with no risk and slight cost, pleaded for British re- 
armament. Where was the Labor Party then? It was 
just as indifferent, bored and complacent as were the 
Tories under the leadership of Baldwin and, later, of 
Chamberlain. In fact, it was the most pacifist group 
in England. 

We see history repeating. When danger first looms 
up, few can see it and most belittle the threat of war 
and the need for arms. After war begins, the tendency 
of the crowd mind is to under-estimate the enemy, to be 
impatient with the “caution” of wise and informed com- 


manders, to demand reckless attack. Having made the 
mistake of being too pacifist in time of peace, the British 
Laborites would now make the mistake of being too 
belligerent in war: of attacking Germany—with a much 
better than even chance of disastrous results—before 
Britain is equal to it. 

It is too bad that an apparent opportunity for a major 
British offensive is being passed up, but Britain’s leaders 
are the only men in a position to weigh the chances 
against the risks and make a practical decision. Far 
bigger and easier opportunities—cited by Churchill from 
1933 to the German occupation of the Rhineland—were 
passed up over his protest. 


DEFLATION OF INFLATION SCARE... The inflation 
bugaboo, which from time to time has mildly titillated 
the hopes of some equity investors and has widely been 
touted as a potentially horrendous nightmare for owners 
of savings accounts, beneficiaries of life insurance policies, 
and recipients of fixed incomes, has lately undergone a 
phase of deflation. 

While serious students of the subject have not relin- 
quished their concern over post-war inflationary pos- 
sibilities, the development of a full fledged war econ- 
omy has forced adjustments and curtailments in nor- 
mal productive activities which currently are finding 
reflection in a dip in demand for sundry types of con- 
sumer goods. 

That there has been a degree of “inflation” cannot be 
gainsaid. Largely as a result of tremendous defense 
expenditures, rising payrolls have swelled the buying 
power of the huge masses with moderate incomes who 
constitute the warp and woof of the consuming markets. 
Since most commodities readily advance with increments 
to the national income, which this year will be the 
largest in the nation’s history, there naturally have 
been advances in prices and in the general “cost of 
living.” 

The most dynamic changes toward higher price levels 
have occurred in agricultural commodities, but there has 
lately been a substantial correction of overbeught specu- 
lative commitments. Industrial prices, on the other 
hand, flattened out some time ago, and have been rela- 
tively firm partly as a result of fixed prices for many 
industrial raw materials. 

Wholesale prices have advanced quite considerably, 
but are still under 1929 levels. Retail prices of consumer 
goods also have advanced, but the upward trend prob- 
ably will be spurred by heavy Christmas purchases and 
narrow the gap under wholesale prices. 

The current reaction in retail demand need cause no 
particular anxiety, since augmenting national income 
should counteract such instances of excessive consumer 
goods production as have occurred in a few industries, 
such as shoes. The recent extraordinary public buying in 
anticipation of shortages in durable consumer goods and 
the artificially induced pre-excise tax buying splurge will 
moderate the pace of retail sales compared with that hit 
during August and September, but corresponding levels 
a year ago will be comfortably exceeded during the 
remainder of 1941. 
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YOUTH vs. 


‘Te cruelty of the Nazis is the cruelty of unseasoned 
youth. It is the tendency of the very young to destroy 
and take pleasure in destruction, and the Nazi youth has 
been taught even greater ruthlessness than is already 
natural to the infantile. Their unprincipled leaders are 
just as immature—their mental development having been 
dwarfed by a decadent way of life. They are vicious boys 
who never grew up into civilized human beings. 


The Hitlerian theory that scorns and denies the ethical 
essentials which alone can make for peace between men 
cannot establish stability for nations. The psy- 
chology that demands the lives of fifty men for 
one cannot produce the kind of world that we 
would like to live in, nor can it establish security 
and happiness for those that come after us. 


As hard as it may be for us to contemplate the 
cost of the effort, we cannot permit such men to 
acquire the power that will enable them to pollute 
the rest of us. For, under such circumstances, 
the world would sink into the morass of the Dark 
Ages with its misery and brutality. 


The dignity of the individual, the sanctity of 
agreements between men, and between nations, 
are the great essentials that make it possible for 
men to live harmoniously in this world—and in a 
position to enjoy the fruits of the earth and the 
creative art of man. 


Those who fail to see the Nazi menace from the 
standpoint of its destruction of these values are 
either blind or are so cynical that they think in 
terms only of the shallow issues of personal power 
and wealth. Yet, they are mortal like the rest of 
us—their power will die with them and their 
wealth, too, will be left behind. 


We are more fortunate than the Germans in 
having our leadership in the hands of a man both 
civilized and humane. A man who is mentally 
mature and wise enough to see that the sacrifices 
of today are necessary to secure our future and 
the future of those we love. Let us follow him 
wholeheartedly and keep our eyes fixed on the 
goal. 
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BY CHARLES BENEDICT 


MATURITY 


It is not guns, or ships or planes alone that will win 
for us but the forthright, fearless and crusading spirit 
with which we confront our enemy. Let us not forget 
that in a Nazi Germany men like Senator Wheeler 
would have been sent to a detention camp and worse 
—that Adolph Hitler would not have appealed to John 
L. Lewis, but would have executed him. It is the dif- 
ference between the infantile mind that 
tantrums and the mature mind that always seeks a 


erupts in 


balance. 








Wide World ; 
The Powers of Darkness rule the "City of Light." German signs at the 


Arc De Triomphe in Paris. 
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Market Enters Decisive Phase 


We believe additional decline, if any, in the general market level would 


be moderate. 


Therefore, we favor selective purchases in any nearby 


periods of softness but see no reason to reach for stocks on rallies. 


BY A. T. MILLER 


Summary of the Fortnight: The market remained on 
the defensive but additional retreat was small even in the 
Dow-Jones industrial average. In was nominal both in 
rails and in our weekly index of 290 isswes. Our technical 
measures began to reflect decrease in pressure, increase 
mn demand. 


Ir seems to us that the market is better than it looks. 
We have no quarrel with the Dow-Jones “average” of 30 
industrial stocks. Since so many traders and investors 
think in terms of it and base their technical calculations 
upon it, its fluctuations strongly influence sentiment. 
We can not imagine a substantial general advance as 
long as this average is under pressure. 

But after all it is not really an “average” in any true 
sense. It is a selection of just 30 stocks out of a market 
of many hundreds—a selection made some years ago. 
And it is characteristic of this selection that when “spe- 
cial situations” affect it they are nearly always bearish. 
That would be true of any small “average” in which 
prestige, leadership and past reputation figured promi- 
nently in the selection. If at any given time you pick 
30 issues which have already become the “cream of the 
market,” of course the odds are that future changes are 


likely to be more unfavorable than favorable on balance. 

One of these 30 Dow-Jones industrials is Westinghouse. 
Over the past several months it has declined 23 points, 
for reasons peculiar to itself. Another is American To- 
bacco. Over the week-end the President of this com- 
pany informed stockholders that, due to the severe im- 
pact of higher taxes, he would advice directors to reduce 
the dividend from $5 to $3 a year. As this is written, 
the stock has declined about 9 points from last Satur- 
day’s close. 

This is more than ever before a “market of stocks” 
and the Dow-Jones industrial average is especially un- 
fitted to give a realistic picture of such a market. If 
we selected 30 stocks on the basis of relative immunity 
to war conditions or ability to show better than average 
earnings under such conditions, it would be equally un- 
representative of the market as a whole. The only way 
one can deal with “special situations” is on an individual 
basis. And the only way to get a reliable picture of gen- 
eral trend—so far as it exists—is through use of an av- 
erage or index which includes a large enough number of 
issues to be broadly representative. 

Over the past two weeks the Dow-Jones industrial 
average declined by 1.90 points. Our weekly index of 
290 stocks declined only 2/10 of 1 point. At the recent 








lows, the Dow average was only 2.7 per 
cent above its low of last May, while 
our weckly index was 9.7 per cent above 










M.W.S. BUSINESS ACTIVITY 


BO 80 its May low. While needing to be used 
with discretion, disparity of action be- 
RATIO ween this index and the Dow industrial 
M.W.S.290 STOCK INDEX . “allo itsy sai 
.70 To —1.70 average is often a useful forecasting tool. 


In this instance, our interpretation is 
that it is generally hopeful that the 
“rank and file” of the market is show- 





ing much greater resistance than the 
Dow average. 
In our last previous analysis we haz- 

















arded the statement that the reaction 
then in progress was unlikely to extend 
below the 120-118 level, Dow industrials. 
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So far the lowest close has been 118.52. 
Perhaps we should not have been so con- 



















fident—or rather, we should not have ex- 
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pressed our confidence that way—in view of what can 
be done to this particular average by isolated instances 
of exceptional weakness. We still feel that serious addi- 
tional decline in it is unlikely, but we must concede that 
violation of its previous low by as much as several points 
is by no means impossible. 

Since we are called upon to express an opinion on the 
veneral trend of the market, it is fair enough that we do 
so mainly in terms of an index which is broad enough 
not to be unduly distorted by “special situation” breaks 
or advances. We have pointed out before that our 290 
index shows an eight-year resistance of striking con- 
sistency at the levels 46-44. We have recommended 
selective purchases on any reasonably close approach to 
this base and we took the position that the level pre- 
vailing a fortnight ago did represent such a reasonably 
close approach. We would qualify this only to the ex- 
tent of saying that we see no reason at present why in- 
vestors, not fully committed, need reach for stocks in 
periods of rally. We are satisfied with a partial commit- 
ment of funds for the present. A prudent liquidity— 
which can only be measured by the individual in terms 
of his own circumstances—should be maintained against 
contingencies, including the contingency of moderately 
lower prices. 

The general inertia of the market, of course, reflects 
powerful inhibitions restricting investment and_ specu- 
For perspective, it is worth while to 
Chiefly, they are (1) fear of 





consider them briefly. 
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radically higher Federal taxes and skepticism regard- 
ing prospective earnings and dividends; and (2) war con) 
tingencies. 

For American business in the aggregate, it is undoubt- 
edly true that 1941 profits will set a peak for the entire 
war period, although huge volume gains probably will 
enable a sizable minority of companies to better present 
earning power. The practical question, which most of 
the gloomy comment on taxes and earnings ignores, is 
whether this prospect has been adequately discounted 
by prevailing stock prices. We think it has. It would 
be another matter if the market had advanced in pro- 
portion to the advance in earnings over the past two 
years—but it hasn't. 

It has been demonstrated that the market can decline 
while earnings are advancing. The reverse is also with- 
in the realm of possibility. For example, 1916 was peak 
year in earnings for the period of World War I but not 
peak year in average stock prices. Again, as discussed 
in detail in the special article following this one, stocks 
in London have been advancing for many months, al- 
though the general trend of earnings is downward. 

We think there is a better than even chance that fu- 
ture earnings will be better than is now allowed for. We 
can’t prove it, of course, and statistical analysis would 
have to be highly conjectural, but nevertheless it may 
provide at least a rough foundation for perspective. For 
instance, a study of 33 industrial company earnings 
reports for the nine months ended September 30 
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made by the Wall Street Journal, shows total net profit 
up only 10.3 per cent, although income before taxes was 
up 83.4 per cent. Income taxes took 61.5 per cent of 
operating income, against 36 per cent in the first nine 
months of 1940. Operating income was $250 millions; in- 
come taxes $153.7 millions; net income, $96.2 millions. 

It would not be surprising if 1942 tax levies took from 
70 to 75 per cent of the operating income of large cor- 
porations, especially those liable to heavy excess profits 
taxation. On that assumption, what could these 33 
companies earn? First, some allowance must be made 
for further increase in operating income. This will vary 
greatly from company to company, but it does not seem 
over optimistic to allow for an average increase of 20 per 
cent, or less than a quarter of that enjoyed in the first 
nine months of this year. On this calculation, if 70 per 
cent of the higher operating income were taken by taxes, 
net profit would be cut to about $90 millions or by no 
means a devastating drop from $96.2 millions in the first 
nine months of this year. If taxes took 75 per cent of 
operating income, net would be around $75 millions for 
nine months. That is a severe drop—but it would leave 
more earning power than these companies averaged in 
the pre-war years 1935-1939; it would represent far more 
earning power than they had in such depression years as 
1934 and 1938—yet the equities here involved are under 
their average levels of 1934 or 1988. 

Naturally, earnings of some companies will be below 
“normal.” American Tobacco, cited earlier, is a case in 
point—and where dividends are covered by a very small 
margin, as was the case with the $5 rate of this enter- 
prise, they should be skeptically regarded. But earnings 
of a considerable number of companies will be above 
“normal,” regardless of any conceivable boost in Federal 
levies. An example of this type is Baldwin Locomotive. 
It is probable that sales in the next twelve months can 
increase by at least 50 per cent, against increase of 122 
per cent in the year ended September 30. On that basis 
operating income could be as much as $19.5 millions, 
against about $13 millions for twelve months to Septem- 
ber 30. If taxes took 75 per cent of operating income, 
against 51 per cent for the nine months just reported, net 
could be around $4.9 millions against $3.9 millions for 
the year to September 30 or a gain of more than 25 per 
cent. We cite this for example, and not necessarily for 
recommendation. 

It is indicated at Washington that Congress is most 
unlikely to consider new and general tax legislation until 
some time after next March. Within this long interlude, 
it would not seem unreasonable to suppose that the 
market can for a time at least throw off its tax jitters. 

And in major war contingencies, we think the market 
also is in for something of an interlude. Further German 
territorial gains in Russia would surprise nobody and 
have been well discounted. Whether the possibility of a 
German-Russian peace has been discounted is more 
problematical—but if we had to bet on such a peace as a 
contingency of the next six months we would bet against 
it rather than for it. 


Conclusion: We are going to continue giving the 
hopeful side the benefit of the doubt until or unless mar- 
ket action or events force us to change our mind. We see 
no present basis for changing it. 
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ENGLISH 
STOCK PRICES 


= financial markets have a reputation for fore- 
casting ability that goes back to the Napoleonic era. 
When Waterloo was fought there were limited facilities 
for getting news to London, but buying of government 
bonds began in the City long before the public had an 
inkling of the victory. The story is that it was a carrier 
pigeon to one of the Rothschilds in London that brought 
the news; but the significance today is that Throgmorton 
Street has been through all this before, has managed to 
keep its head fairly well, and has generally preserved a 
lead over the rest of the world in sensing the trend of 
conflict. 

Added to the background of sophistication over such 
things as wars and revolutions, are fairly recent instances 
when London gave the correct clue to future action of 
American stocks. The most obvious was in the winter 
of 1936-37 when the bull market ended in England sev- 
eral months before trouble became apparent in the 
United States. 

The sight of strength in British shares is therefore 
reassuring to Americans who watch that market. It 
seems to mean that the English are optimistic over the 
war’s course, and that they foresee an economic setup 
after the war that will make allowances for such things 
as profits and dividends. If right this time, London will 
certainly have clinched its reputation for omniscience, 
and New York will again have overdone its pessimism as 
well as its earlier optimism when the war began. 

Two principal factors are credited for the bull market 
in London which has brought stocks there well above the 
levels prevailing in September, 1939. One is inflation, 
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The Whys of 
Strength in London. 
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New York 
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AMERICAN 
STOCK PRICES 


the other the reinvestment demand created by the action 
of the Treasury in taking over holdings of foreign securi- 
ties. Neither one, it will be noted, has any necessary 
connection with the situation in American markets. 

The vesting orders of the British Treasury which pro- 
vided for taking over American securities gave the for- 
mer owners sterling in exchange. Rather than lie un- 
productive, the bulk of the proceeds found its way into 
investments on the London Stock Exchange. The same 
process has been extended recently as the government 
has taken over bonds of Canada and South Africa owned 
by English citizens. Partly in response to the new de- 
mand, the number of “bargains marked” on the Stock 
Exchange has been running three times the rate of a 
year ago. 

London is now blocked from supplying capital to Bu- 
rope, and the usual flow of investment toward other 
quarters of the world has been either cut off or put under 
government control. Domestic new capital issues can be 
offered only with official consent, which is rarely and 
grudgingly given, so that very few avenues of investment 
remain outside of government bonds. Then, over and 
above the money diverted from other investments into 
this narrowed field, there is the increased quantity and 
much faster turnover of money in all lines, which makes 
for boom conditions whether or not the thought of in- 
flation assumes any prominence. 

It is pointless to follow minutely an Englishman’s 
reasoning in regard to inflation. The essentials of it 
are his mistrust of the gold standard ever since Eng- 
land had to abandon it in 1931, and his uncertainty 
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It happens that equity money remains 
equity money, even when forced out of 
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American shares and into English. The 
motives back of a holding of U. S. Steel 
continue to direct the choice of a Brit- 
ish investment, just as bond money 
tends to seek bonds. Perhaps the sub- 





stituted English stock is not as attrac- 
tive as the American was, but in prac- 
tice the rating is relative. The new 
stock is simply the most attractive avail- 
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able at the time of buying, in the in- 
vestor’s opinion. If limited in choice to 
a dozen of the poorest companies in the 
country, the normal investor would even- 
tually establish three or four of them as 








“top-grade.”’ 
Thus the fact that all earnings are 











as to either the eventual value of the pound or the 
basis of that value; the visible rise in prices and wages; 
and the tremendous drain on resources. The output 
of consumers’ goods is being reduced and the demand 
for all kinds of goods is skyrocketing, although meas- 
ures to curtail consumer spending are having some 
effect. 

Protection against inflation may seem to us a rather 
academic motive compared to the actualities of a dev- 
astating war which might strike England’s shores at any 
time. However, the English investor has the example of 
France before him. Despite the dismal situation there, 
French industrial equities early in the summer were 176 
per cent higher than in 1939. When the alternatives are 
between burying a currency that may lose its value, and 
taking a chance with it in the stock market, the decision 
seems to be the same throughout Europe. 

Nevertheless, it takes something more than despera- 
tion to make a market act like London’s 





subject to a 100 per cent excess profits 
tax, and the ban on dividend increases, 
can not halt the search for attractive equities. It is in- 
evitably found that some stocks are less affected than 
others by the discouraging factors, and they lead the 
market. 

In the first two years of the war, the yield on Britain’s 
21% per cent consols dropped from 3.92 to 3.08. Every- 
one there is now convinced that the government will be 
able to keep money cheap at least for the duration of the 
war. (Some, though, think that allowing money rates 
to rise after the war will be one of the few effective ways 
of inducing the savings with which to finance recon- 
struction.) The shorter term war loans have reached a 
21% per cent basis and might improve on that. And ex- 
cept for smaller investors, the bond interest is subject to 
income tax. 

While bond yields were falling over 21 per cent in two 
years, the average yield on stocks fell only 10 per cent, 
from 5.96 to 5.35. The spread (Please turn to page 110) 





has over the last few months. It takes 
a conviction that equity prices are defi- 
nitely going to be higher, either within 
the near future on a speculative basis, or 


Actuaries’ Investment Index 


PRICE INDICES YIELDS 
after the war is over on the sounder (Dec. 31, 1928—100) PER CENT 
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tal gains, with other considerations sec- 
ondary. 


Margin between the two higher by somewhat over 1/10. 
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Aluminum represents around 80 per cent of structural material used in aircraft. 


Weighing Raw Material Supplies 
for 1942 


Te vast scope of the defense pro- 
gram is difficult to visualize in terms 
of the $60 billion presently author- 
ized for expenditure into 1944, let 
alone the increase to $100 billion recently advocated. 
However, the average citizen has less difficulty in grasp- 
ing the significance of these tremendous sums when he 
seeks to buy durable consumer goods, and finds that 
certain types are becoming scarcer. The investor is 
interested in the armament effort not only as a citizen 
and a consumer, but as a capitalist concerned about 
preserving his invested assets against foreseeable shrink- 
age through study of the impact of the defense demands 
on raw material supplies and the probable effects on 
operations of industries requiring scarce materials. 
The salient characteristic of mechanized warfare is the 
insatiable demand for metals, metals with which to pro- 
duce ships, fighting aircraft, tanks, anti-aircraft guns, 
numerous other weapons, and ammunition. The urgency 
of the defense program requires production of munitions 
in unprecedented quantities in the shortest time possible. 
The mass production stage has arrived; much of the 
preparatory tooling up has been accomplished. Existing 
plants have been widely adapted to fabrication of 
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essential munitions, private industry 
has built extensive plant additions, 
while 67 government-owned plants 
have been started for the ordnance 
department, 11 for the Chemical Warfare Service, and 
four bomber assembly plants for the Air Corps. The 
announced objective of the string of government-owned 
munitions factories is to assist in the development of 
productive capacity to meet the full-fledged war require- 
ments of an army of four million. 

To strengthen the defense effort, several measures 
have been taken to curb private consumption of critical 
raw materials. Thus, mandatory priorities have been 
established for practically all of the important metals 
and metal alloys, including steel, copper, brass, bronze, 
aluminum, chromium, magnesium, nickel, tungsten, zine, 
and lead. For private industry to secure supplies is 
virtually impossible without government preference rat- 
ings, and, in some instances, procurement is difficult even 
with priorities certificates. Recognizing that mandatory 
priorities may not suffice, the Congress has passed legis- 
lation authorizing the President to requisition essential 
supplies, equipment and machinery after all other means 
of supply have been exhausted. 














In addition to control of supplies available to private 
industry, direct intervention in production of non- 
essential consumer goods will drastically curb output of 
automobiles and refrigerators, while production curtail- 
ment plans are expected on such metal consuming de- 
vices as household electric appliances, washing machines, 
vacuum cleaners, and radios. Ultimately there may be 
complete bans on production, such as those recently 
announced on further public or private building not vital 
to defense or public health, and on use of copper as a 
component in over 100 types of civilian articles after 
January 1. 

The causes for such drastic measures to control de- 
mand are readily understandable, and do not stem from 
actual shertages of materials essential to defense pro- 
duction. On the contrary, the supplies of various metals 
are the greatest in history, and are ample to assure huge 
munitions production, maintenance of essential public 
services, and leave some metal for civilian uses which 
might be considered non-essential for defense. The 
shortages about which so much has been heard there- 
fore are not due to supply reductions, but to tremendous 
increases in demand. The increases in munitions de- 
mand superimposed on increases in civilian demand have 
more than offset increases in supply, with the result that 
practically all strategic metals other than molybdenum 
have been “short.” Moreover, these shortages developed 
to an important extent from the efforts of manufac- 
turers to switch from a scarce metal to a metal not quite 
so scarce, with the result that there have been a succes- 
sion of metal scarcities as one metal was substituted for 
another. 

However much the huge monetary sums involved in 
the defense program may stagger the imagination, the 
shifts from normal civilian production to output of muni- 
tions represent an heroic achievement of immediate and 
potential importance to the investor. Industry has made 
widespread efforts to conserve critical materials and 
develop substitutes. Through changes in car design, 
General Motors is credited with having reduced its re- 
quirements of aluminum by 86 per cent; nickel, by 53 per 
cent; magnesium, by 89 per cent; and zinc, by 64 per 
cent. To achieve these savings required an increased 
use of 2 per cent in chromium; 6 per cent in copper and 
lead; 4 per cent in tin; and 1 per cent in tungsten. 
Other manufacturers both in and out of the automotive 
industry have made comparable 


pounds of zinc; 88,000 of lead; 2,700 of tin; 1,100 of 
aluminum; 756 of monel, and 285 pounds of nickel. The 
FHA notes that these estimates afford an approximate 
yardstick of the amount of metals consumed under 
normal conditions by any given rate of domestic single 
family home construction. 


Metal Shortages to Continue 


In the transition from a peace-time economy to a war 
economy, many manufacturing enterprises have found 
operations and profits “whipsawed” between raw ma- 
terial shortages, priorities, or non-essential production 
curtailments, and full-scale production of munitions. 
According to a survey by The Iron Age, the startling 
facts are that “one out of every four metal plants in the 
United States has already been forced to reduce produc- 
tion because of government priorities.” The first returns 
of the survey indicate that a large number of metal 
plants are short of steel in various forms, while shortages 
of many other materials vital to the defense program 
are reported by other companies. Demands for muni- 
tions production in time may require use of all domestic 
metal manufacturing concerns, but it is with this back- 
ground of upheaval in the nation’s normal way of life 
that we may turn to specific consideration of the supply 
and demand situation affecting the principal strategic 
metals. 

The present rated capacity of the steel industry is 
86 million tons, with another 3 million under construc- 
tion. In addition, plans were announced in October to 
expand capacity by 10 million tons, and the new mills, 
when completed some time in 1943, will boost capacity 
to 99 million tons. National defense requirements, on 
the other hand, are not expected to rise much above 
35 million tons, leaving the balance for civilian industry. 

Of course, steel capacity expansion is one thing, 
whereas the availability of specific types of steel is an- 
other. Navy construction, for example, is said to be 
hampered by inadequate supplies of forgings, shaftings, 
plates, bars, armor, steel castings and pipe, and more 
importantly by shortages of rolled steel. Present rolling 
mill capacity is placed at 5,342,920 tons annually, and 
will be augmented shortly by another 2,380,000 tons 
from strip mills largely producing for the automobile 
industry. By the close of 1942, production increases 





reductions or eliminations of 
critical supplies. 

The savings in use of critical 
raw materials achieved through 
curtailments or elimination of 
non-essential production may be 


gauged from a study of ma- “el sicdeenitenan rtd 
terials consumption in home _ Pistron 000 st.......... 
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(a)—Includes imports. 


(b)—Primary output. 


How Important Metal Supplies Shape Up 


Projected or Estimated 


1938 1939 1940 1941 1942 

essen a Sis neem 31,750 52,800 66,980 82,000 92,000 
€ bikisinreeereewerels 21,460 35,680 47,400 57,000 60,000 
i Gictola siete nie-sote . 608 800 1,070 1,650 1,800 
Rave ie eiaiatots ite 287 327 413 600 1,000 
s wisisin borane ieiois 49 70 120 155 
See oe 44 100 150 195 
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(c)—Imports. 
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Philip Gendreau 

Pig iron capacity is being boosted to around 60 million tons 
annually. 

will step output up to 10,434,700 tons. Estimates indi- 

cate, however, that of the October production of some 

450,000 tons of rolled steel, the Navy obtained around 

one-seventh, while railroads, the Maritime Commission, 

and others, received the balance. 

Iron and steel scrap were put under full priorities in 
October, when the steel mills reported that lack of steel 
scrap supplies, then estimated at less than a week’s 
requirements, might force the mills to curtail operations. 
Control of scrap inventories was also included as a 
measure to curb the hoarding of supplies by dealers 
anticipating price advances. The scrap shortage there- 
fore is a major threat to continuity of capacity steel 
operations. Defense needs for pig iron suggest that only 
moderate amounts of new pig iron supplies will be 
available to replace scrap in open hearth charges. 

Arithmetically, the new steel facilities which will be 
in production some months hence should practically 
eliminate the present tight situation in steel supplies. 
With steel capacity boosted to 99 million tons, and de- 
fense needs estimated around 35 million, the balance of 
64 million tons indicated as available for civilian use 
would, with the exception of 1940, exceed the total steel 
production in every year in the industry’s history. Pend- 
ing such time as the supply and demand for steel are in 
better balance, retrenchment in use of the metal by 
specific industries may be judged from estimates of the 
distribution of finished steel in the pre-war year 1939, 
when automobiles required 18 per cent; building con- 
struction took 13 per cent; containers, 9.4 per cent; and 
railroads, 9.3 per cent. The estimated distribution of 
alloy steel in 1939 was primarily to the automotive 
industry, with 54.7 per cent of the total, the next larg- 
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est consuming industry being machine tools with 7.3 
per cent. 

Allowing for a 10 per cent increase in domestic out- 
put, and importation of 650,000 tons from Latin-America 
and other sources, government officials do not expect 
copper supplies to exceed 1,650,000 tons next year. 
Essential defense needs are placed at 1,050,000 tons and 
essential civilian requirements at around 250,000 tons, 
which leaves a balance of some 350,000 tons for all non- 
essential civilian uses, compared with rapid expansion in 
demand which has been lifting requirements to upwards 
of 1,100,000 tons. 

The copper shortage has been of considerable more 
concern to the defense authorities than the shortages in 
certain other metals, including aluminum, and drastic 
steps have been taken to reduce civilian consumption. 
The demands on copper for defense have risen phenom- 
enally compared to the previous world war as a result 
of the greatly increased firing power of modern weapons. 
The usual mixture for shell cases is 70 per cent copper 
and 30 per cent zinc. Copper is required in huge 
amounts to make millions of cartridges and shell casings; 
electric wires and cables; and copper cables for naval 
and merchant ships, including the De Gaussing protec- 
tion against magnetic mines which is being placed on all 
ships. Practically the entire output of the four large 
Chilean and Peruvian copper mines (Cerro de Pasco, 
Andes Copper, Chile Exploration, and Braden Copper), 
which have an estimated annual production of about 
516,000 tons, is under contract to the Metals Reserve 
Co., RFC subsidiary for defense. These foreign mines 
have been granted priority assistance to assure deliveries 
of maintenance and operating supplies, but the domestic 
industry believes either a higher price or direct subsidy 
will be required here to bring out high cost copper in the 
amounts required. 

The acute situation in copper is emphasized by the 
September statistics which show total domestic refined 
stocks at a record new low of only 63,670 tons, or the 
equivalent of two weeks’ supply at the present rate of 
consumption. To assure adequate defense supplies this 
year and avert a threatened shortage of 750,000 tons in 
1942, the Priorities Division of the O P M has restricted 
the use of copper by 40 per cent during the balance of 
the year in more than 100 types of civilian goods, and 
prohibited the use of copper in such instances after 
January 1. The list of products in which use of copper, 
brass or bronze will terminate includes certain automo- 
tive, trailer and tractor equipment; burial equipment; 
dress accessories; household and office furnishings; house- 
hold appliances, including fans, heaters, stoves, ranges, 
and lamps; costume jewelry; and sundry miscellaneous 
items ranging from beauty parlor equipment to fire 
extinguishers. 

Present and post-war problems of the consumer 
durable goods producers are accentuated by such drastic 
measures, since the addition of copper to the list of 
shrinking supplies of aluminum, chromium, nickel, zinc, 
and other metals available for civilian use not only 
drastically affects production of automobiles, radios, and 
refrigerators, but raises the question as to whether pro- 
ducers of durable consumer goods can meet the restricted 
output quotas permitted. The vast expansion in pro- 
ductive capacity of such (Please turn to page 109) 
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Charles Phelps Cushing Photo 


Freedom-of-the-seas as defined by the President will be 
echoed by the Congress. The Neutrality Act will be 
repealed or amended to permit our merchant vessels to 
sail anywhere with supplies for the Allies. The Presi- 
dent’s foreign policy has received such impetus of late 
that Congress is about ready to vote anything he wants 
short of an actual declaration of war. The brittle isola- 
tionist machine has rattled into pieces. Non-interven- 
tionists may delay but can’t prevent ultimate legislative 
elimination of combat zones. 


Japanese threats are more apparent than real. That’s 
the consensus of observers returning from the Orient. 
They claim Japan doesn’t want to and won’t fire the shot 
inviting United States reprisals. This belief is reflected 
in State Department diplomacy. It will continue to be 





WASHINGTON SEES: 


After nine months of boomerang experiments, 
OPM seems to have stumbled upon a formula for 
spreading defense business to small enterprise. 
Appointment a few weeks back of Floyd Odlum 
as head of the Contract Distribution Division marked 
a turn for the better. Odlum has taken hold with 
hard-headed clarity, and from now on plants with- 
out defense contracts or raw material priorities 
will get more practical aid. 


But there can be no over-all salvation. Many 
plants will be squeezed and no few will be ruined. 
In the words of Major General Harry K. Ruther- 
ford, executive to the Under-secretary of War, 
"there will be distress in certain cases, but com- 
bined efforts of the OPM and Army contracting 
officers will go a long way toward aiding the little 
fellow’ This assurance comes nine months after the 
OPM last December started prospecting for a 
means of broadcasting defense contracts more 
widely. 
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reflected in stern Washington warnings for the Land of 
the Rising Sun to avoid expanding her war ambitions or 


face American restrictive action. Meantime, American 
merchantmen and naval eraft will continue to move as 
they please in far eastern waters. 


Industrial mobilization will be pressed with renewed 
vigor under the Administration’s resolution to broaden 
and speed defense production even beyond the limits 
contemplated before invasion of Russia. At the moment, 
defense manufacturing occupies between 15 and 20 per 
cent of the nation’s industrial capacity. New plans call 
for boosting this to at least 50 per cent of the total. It 
may go even higher. At the same time, capacity will be 
buttressed with creation of new facilities through Fed- 
eral financing. Already industrial mobilization is far 
beyond the confines of the industrial mobilization pro- 
gram drafted by defense specialists who have been in 
charge since the First World War. 


Arming merchant vessels will be a slow task probably 
never completed. For past months Navy specialists have 
been analyzing this problem. They have found the deck 
construction of many merchantmen too inadequate for 
mounting guns without extensive and expensive remod- 
eling. This isn’t true of the more modern craft con- 
structed under Maritime Commission supervision. These 
were specifically designed for gun placements to bear 
the stress of sea battle. 


Profit limitation in some form will be shoved through 
Congress next session. It won’t be based on capital in- 
vestment like the 6% scare head authored by Secretary 
Morgenthau. * Probably it will more closely resemble the 
proposal by ‘Chairman Vinson of the House Naval Af- 
fairs Committee that the gravy on defense contracts be 
restricted to 7% of production costs. A limit on air- 
craft and naval contracts was operative when the emer- 
gency developed and had been functioning effectively. 
Congress lifted this because of arguments manufacturers 
would slight pressing defense contracts and favor non- 
defense business upon which no profit curb rested. This 
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argument now evaporates, because contractors must ac- 
cept defense orders or find themselves without priorities 
on raw materials. 


Motor oil in bottles. That suggestion has been laid be- 
fore the industry by the Oil Coordinator’s Office. Be- 
cause it is now almost impossible to procure any quan- 
tity of steel drums without first obtaining an A-l-a 
priority rating, the Coordinator’s Office is urging the oil 
industry to revise its marketing methods. The office 
proposes (1) sale of more oil to consumers in volume, 
and (2) substitution of glass containers for the tin cans 
now displayed at retail outlets. 


Glass container industry faces a tremendous demand 
from goods which have been or will be diverted from 
cans because of priority restric- 
tions. Oil isn’t the only everyday 
item which may soon appear in 
new packages. OPM is 
bringing pressure upon the food 
and drug industries to make 
greater use of glass. This conver- 
sion will become more unavoid- 
able as defense drag upon metals 
increases. Apparently, raw ma- 
terials for glass container produc- 
tion aren’t expected to encounter 
priorities obstacles. 


glass 


Every metal manufacturing plant 
in the country is going to be needed 
for defense production. The volume 
of munitions will be such there 
will be a place for every one of 
these establishments, even those 
relatively inferior in size and im- 
portance to the larger and better 
integrated ones. There will be 
no necessity for a single one to go 
out of business. Eventually a role will be found for all, 
even though this means paying the smaller outfits as 
much as 15 per cent more than bigger concerns get for 
the same type of service. This is the precise outlook 
laid before a secret congressional hearing by Brigadier 
General Harry K. Rutherford, executive to the Under- 
secretary of War. 


Wide World Photo 


Canada appears to be reaping a harvest from Uncle 
Sam’s benevolence in fighting Hitler by material aid to 
the Allies. The Navy Department has placed $48,000,- 
000 in lend-lease orders with Canadian industrial estab- 
lishments. The Government pays in American dollars, 
then gives the goods to Britain after buying them in a 
state of the British Empire. 


Coordination on the defense program continues to be 
sadly lacking in many spots. With O P M front men cry- 
ing for conservation of paper, Government agencies con- 
tinue to turn out daily millions of pages of press state- 
ments and official reports, printed on one side only. 
Even the OP M is guilty of this waste. Only the other 
day a high OPM policy shaper made a speech pleading 
for newspapers and magazines, industry, and the public 
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Representative "Joe" Martin leader of House 
Republicans, is fighting a losing battle for 
isolationism. 


in general to help conserve paper. The O PM press sec- 
tion broadcast copies of that talk running to several 
sheets—printed on one side only. 


Typewriter industry faces severe priorities curtailment 
and new typewriters may fade almost entirely from com- 
mercial markets when defense production rushes to a 
peak. Output will be pared to a minimum and the Gov- 
ernment will absorb much of that which is permitted. 
Already there’s a movement afoot within the industry 
to reclaim and rehabilitate old machines collecting dust 
in storage. An industry spokesman here claims the price 
of reconditioned typewriters may advance as much as 
$15 by Christmas. 

Economic warfare against the Axis in Latin Americ: 
gains impetus with signing of the 
Argentine trade agreement. That’s 
more than an ordinary trade pact. 
It’s an important milestone in the 
Administration’s hemisphere  de- 
fense formula. Next symbol of 
this American united front will be 
a settlement of the Mexican oil dis- 
pute. The State Department is 
making progress in its dickerings 
to bring together the Mexican 
Government and owners of expro- 
priated oil land, and an adjust- 
ment will be pressed in the name 
of defense. Come what may, the 
President is determined to force 
or entice our southern neighbors 
into a solid alliance. 


Plastics are headed into priority 
curbs and may be stunned into 
relative quiescence. Manufacturers 
of consumer goods who have been 
hoping to extricate themselves 
from the priorities squeeze by substituting plastics for 
regular products are slated for disappointment. Plain 
fact is that raw materials for many plastics are too scarce 
for general distribution. Agreement is virtually unani- 
mous that after the war plastics will open entirely new 
vistas to industry. But until the abnormal war drain 
on raw materials subsides, exploitation of plastics will be 
dastically curtailed. 


British determination to maintain normal commercial 
relations with old customers is proving embarrassing to 
For one thing, the American blacklist 
That hurts 
American firms doing business in Latin America where 
outlets have already been narrowed by the war. Then, 
too, there’s the fact the British are using many of their 
bottoms to carry goods to safe ports. This harrasses 
those who argue American ships must be used to trans- 
port lend-lease supplies into danger zones if Britain is to 
get them. The Administration would like to do some- 
thing about this situation but has been tongue-tied 
thus far. 


interventionists. 
is much longer than the British blacklist. 
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- - - Offsetting the Double 


Squeese in Taxes 


TAX-SALE ADJUSTMENTS — SECURITY SWITCHES 


BY M. GORDON SOUTHWICK 





aia are more acutely “tax conscious” than ever 
before. And well they may be—for they are faced with 
a double squeeze which in no event can be avoided and 
which can be alleviated only by adroit and timely port- 
folio adjustments. 

The squeeze is a double one because both personal 
income taxes and corporate income and excess profits 
taxes are at record heights. On the one hand, radically 
higher taxation tends to limit corporate dividend pay- 
ments and in some instances to reduce them. On the 
other hand, such income as the individual gets—from 
dividends or any other source—is subject in most cases 
to a larger percentage increase in taxes than the increase 
imposed on corporations. 

Although Federal taxes on 1941 calendar year in- 
come—personal and corporate—are not due until next 


March 15, investors should not make the mistake of 
deferring careful study of the problem until a few days 
or a couple of weeks before that deadline. There is 
another important deadline figuring in the problem of 
tax liability—the deadline for 1941 portfolio changes 
which in many instances, as explained in detail hereafter, 
can result in a substantial tax saving. 

Through carelessness or ignorance many investors 
each year pass up the opportunity to effect legitimate 
tax reductions through portfolio operations which in- 
volve little or no risk to one’s investment position and 
which often, in fact, can improve it. The larger the 
security holdings and the higher the individual income 
tax bracket, the greater is the opportunity for tax sav- 
ings through such adjustments. For this reason, large 
investors in the past have accounted for the bulk of 


Likely Candidates for Tax Selling 


Indicated Range 
Dividend Recent 1936 — 1941 
1941 Price High Low 
American Gas & Electric 2.00 2314 485, 19 
American Rad. & S. S 0.60 514 2914 474 
American Tobacco ‘‘B"’ 5.00 71 104 583%, 
American Water Works. . 3%, 2914 35 
Ananconda Copper 2.00 29 69% 18 
Bethlehem Steel 6.00 6214 10514 39%, 
Brocklyn Union Gas. 111% 57 10 
Celotex Corp 1.12% 84 191 5§ 
Commercial Credit 3.00 23 844 21% 
Commercial Investment... 4.00 301% 91%, 27% 
Consolidated Edison 1.60 16 497% 15%, 
Crane Co..... 0.80; 15 56% 13 
Delaware & Hudson. . 101% 5834 I 
Electric Bond & Share. rr 2 281, 2 
Elec. Storage Battery. 2.00 3014 551% 213% 
Firestone Tire & Rubber 1.00 17 413 121%, 
Genera! Baking. . : 0.60 6 20 5 
Goodyear Tire & Rubber. 1.25 181%, 4734 1214 
Howe Sound 3.00 32 9014 231% 


41937-1941. §1938-1941. {Paid 1940. *Cash equiv. of stock. 
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Indicated Range 

ividend Recent 1936 — 1941 

1941 Price High Low 
Hudson Motor Co...... eee 3 23%, 2%, 
Libbey-Owens-Ford..... 2.00 2714 8014, 23%, 
Loose Wiles. . 1.00 18 45 131% 
Nash Kelvinator........ 0.25 4%, 2455 3341 
National Biscuit......... 1.60 17 3834 151%, 
National Distillers....... 2.00 23 35 17 
New York Central....... ‘ 11% 551% 9% 
North American Co..... 1.26* 1214 3514 12 
Phelps Dodge..... 1.50 29 59% 175 
Public Service, N. J... 2.20 191 5234 191, 
Republic Steel.......... 1.50 18 41%, 1114 
Reynolds Tobacco ‘‘B” 2.00 30 6014 2814 
Schenley Distillers... ... 0.50 16 55% 7% 
Southern Pacific........ A Svat 13 65% 65%, 
United Biscuit........ : 1.00 13 335% 1134 
United Gas Imp........ 0.80 7 191 65% 
Ch eee 4.00 52 1261/4 38 
U.S. Tobacco.... 1.28 241, 39% 22568 
Zenith Radio........... 1.00 10 43%, 85 


THE MAGAZINE OF WALL STREET 












PRR et 


——— 





BILLION DNDoOLtI ARC 





“ta 
is 1 
typ 
in { 

yf; 
ava 
wer 
the 
law 
sta) 
like 
ope 

E 
adj 
bull 
me! 

1 
cen 
tax 
000. 
as 0 
sale 
has 
coll 
thar 
was 
or f 

F 
Fed 
500, 
first 
Wit 
abot 


NOV 





Ors 


ate 
in- 
und 
the 
me 
av- 
rge 


of 














CORPORATIONS’ FEDERAL INCOME 
AND PROFITS TAXES 


FISCAL YEARS 


BILLION DOLLARS 





“tax sales” toward the end of the year—and the writer 
is in a position to state that considerable selling of this 
type, somewhat earlier than usual, is already going on 
in the market. 

At the lower tax rates of prior vears, the tax savings 
available to smaller investors through portfolio changes 
were in many instances too small to bother about. But 
the huge percentage tax boosts imposed by the present 
law on incomes in the $5,000 to $10,000 range sub- 
stantially change the situation. For this reason there is 
likely to be a greater volume of tax adjustment security 
operations from now to the year-end than ever before. 

Before getting on to detailed guidance as regards the 
adjustments available to you—to which objective the 
bulk of this article is devoted—let us digress for a mo- 
ment to a few general observations on the tax problem. 

The dynamic change in the tax picture, of course. 
centers in Federal levies. The total of State and local 
tax collections is tending to level off at around $9,000,- 
000,000 a year, with rising public pressure for reduction— 
as witness the recent halving of the New York City 
sales tax. The increase in this total over the past decade 
has been about 32 per cent. Against this, Federal tax 
collections for the last fiscal year had increased by more 
than 138 per cent from the 1930 fiscal year fotal, which 
was the peak “New Era” year in Government intake— 
or from $3,468,000,000 to $8,268,000,000. 

For the present fiscal year, ending next June 30, total 
Federal taxes probably will be somewhere around $12,- 
500,000,000, on the basis of present law; and will for the 
first time greatly exceed aggregate State and local levies. 
With national income for the fiscal year estimated at 
about $91,000,000,000, the total of all types of taxes 





NOVEMBER 1, 1941 







WESTIMATED | ; 
Pe | ae “| 
af gl 

am 


will approximate 24 per cent of total income 
or a record high. 

Nor does this tell the full story. The 
greater part of the gain in the total of indi- 
vidual incomes has been received by wage 
workers, farmers and others whose Federal 
income taxes—if any—are very small. A ma- 
jority of those called upon to pay radically 
higher income levies have not had offsetting 
gains in income. 

As for corporate income and excess profits 
taxes, they are likely this fiscal year, under 
present rates, to approximate $3,500,000,000, 
against $2,044,000,000 for the previous year 
and $1,263,000,000 in 1930. Yet, despite these 
enormous figures, the outlook for corporate 
profits and dividends in all probability is con- 
siderably less pessimistic than one would 
gather from the current blueness of invest- 
ment sentiment, as reflected in low stock 
prices. For one thing, tremendous increase 
in volume of business has thus far permitted 
most companies to earn substantially more 
than they averaged over the several pre-war 
years. For another thing, although corporate 
taxes very likely will be raised further in 1942 
legislation, Congress shows every evidence of 
sticking to the stubborn conviction that at 
least “reasonable” profits should be left in the 
profit system—war or no war. Yet stock 
prices, according to the broader averages, are 
well under the average levels of such depression years as 
1934 or 19388—and not far above the lowest levels of 
those years—although average profits are two to three 
times greater. 

And now for the practical problem of establishing 
capital gains or losses for tax adjustment purposes. 
There is, of course, no hard and fast rule to follow in 
determining the desirability of tax sales and in the last 
analysis the individual should carefully weigh his own 
indicated tax liability against the savings possible if such 
transactions are actually effected. If the saving is not 
to be just illusory, he must naturally take into account 
the brokerage expense involved in carrying out the con- 
templated change as well as the market position of the 
respective issues and whether the issue sold is likely to 
gain more in value than could possibly be saved on the 
tax. Happily the future market position ordinarily need 
not be given too much thought if a worthwhile tax loss 
already exists, since it is usually possible immediately to 
divert the funds involved to another similar issue pos- 
sessing equal or better possibilities of appreciation in 
the market. Under the terms of the law, losses taken 
on securities which are repurchased within 30 days 
before or after the date of sale may not be taken into 
account and such transactions are designated as “wash 
sales.” Thus unless individual circumstances justify 
holding the funds uninvested for the 30-day waiting 
period, an immediate switch to another security is the 
usual procedure. 

Right here it may be well to examine briefly some of 
the provisions of the Revenue Act as they relate to the 
establishment of capital losses. In the first place the new 
tax law is the same in this regard as for recent years 
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except insofar as the lower exemptions and higher rates 
are concerned. Short-term capital losses (capital assets 
held for not over 18 months) may be applied only to 
offset short-term capital profits. Any excess of such loss 
over a corresponding profit may, however, be carried 
over to the following year and be applied against short- 
term profits in that year, but in an amount no greater 
than net income for the year in which the loss was orig- 
inally established. Since 100 per cent of short-term gains 
or losses are taken into account under the tax law as 
formerly, it is generally desirable to establish losses of 
this type to the full extent of short-term profits. Once 
the loss becomes classified as long-term (held over 18 
months), only two-thirds or one-half of such loss may be 
deducted from taxable income. 

In view of the fact that recent years have probably 
witnessed more losses than profits insofar as securities 
are concerned, we shall confine our discussion here 
mainly to the establishment of losses, although in cer- 
tain instances selling to establish profits may prove 
advantageous. Thus if an individual has a substantial 
profit on a security held over 24 months, for instance, 
he might effect a future tax saving by selling now. In 
such case the profit would be 50 per cent taxable at 
present rates. If it was believed prudent, the issue could 
be immediately repurchased and a higher cost price 
thereby established. Of course taking such a profit now 
would increase tax liability on this year’s income unless 
there are offsetting losses, but with the strong possibility 
of even higher rates applying against future income, 
sales of this type may be desirable in certain instances. 
In effect the desirability of such sales comes down to 
judging the possibility of further sizable appreciation on 
the security against the tax bracket into which the 
individual is likely to fall in future tax years. Obviously 
this procedure is by no meals fool-proof and action 
should be guided solely by individual considerations. 

The great majority of investors are mainly interested 
now in reducing their tax liability on the current year’s 
income, believing that it is impractical to attempt to 


HUMRASLNE SULLA) Witt 








Indicated Range 
Dividend Recent 1936 — 1941 
1941 Price High Low 
= Air Reduction -ao “W200 39% 861 35%, 
= Allied Stores...... Bie kis 7%, 21% 4% 
s Amer. Car & F'dry pfd.. . 7.00} 6414 1041, 27 
= Atlas Powder.......... 4.00 6514 94 36 
Baldwin Locomotive. ... ae 141 233%, 5§ 
Black & Decker......... 2.00 211% 38 9%, 
ES, Ce ae 1.20 21 3234 15 
Climax Molyb.......... 1.20 38 601/, 24% 
Consolidated Aircraft 3.00* 38% 5034, 8 
= Crown Zellerbach. ; 1.00 13 25% 1%, 
= Cudahy Packing. .. if 13% 441 9 
= Deere & Co........ _ 2.00 24 28% 1334§ 
= Dresser Mfg....... stats 2.00 17 30 6t 
z First National Stores... . 2.50 38 585% 24%, 
Goodrich, B. F.......... 0.75 20 501% 10 
Great North. R'way pfd. . 2.00 241% 56%, 1234 
jnternational Harvester... 1.60 49% 120 38 
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*1938-1941. {[1939-1941. {1937-1941. *Estimate (after 100% stock dividend). {Plus arrears. 





look ahead too far on such uncertain items as income 
and the rate of taxes likely to apply. That is the reason- 
ing back of the selected issues tabulated in connection 
with this discussion under the heading “Likely Candi- 
dates for Tax Selling.” It will be seen that all of these 
stocks have shown sizable losses in the market for one 
reason or another over recent years and that for the 
most part they are issues formerly enjoying wide popu- 
larity with the investing public. While the list is by no 
means complete, it is, in the writer’s opinion, fairly rep- 
resentative of the stocks to which investors are likely 
to look in establishing long-term losses. The fact that a 
stock appears in this list should not be construed as 
necessarily implying that the market outlook is still 
unfavorable since it is quite possible that the factors 
which have operated to depress prices may diminish in 
the future or that they are now fully discounted in pres- 
ent market prices. For example an investor who pur- 
chased New York Central in 1937 at a price of say $50 
a share now has a loss of some 38 points and if he holds 
100 shares the gross loss would be roughly $3,800. Since 
50% of the loss applies for tax purposes on issues held 
over 24 months, only $1,900 would be deductible in com- 
puting taxable income. However in terms of the present 
normal tax of 4% and the surtaxes beginning at 6% on 
the first dollar of net income, the possible tax saving 
through sale is by no means inconsequential. Now in 
this example, the holder of Central may be reluctant to 
reduce his rail holdings at this particular time when 
earnings are showing strong recuperative power. If he 
will examine the list of candidates, however, he will find 
other rail issues of comparable quality also severely de- 
pressed in relation to prices of a few years back and 
which should do equally well in any forward movement 
of the rail group. Southern Pacific might be a likely 
candidate in this particular case. Taking another ex- 
ample, the holder of National Biscuit on which a worth- 
while loss for tax purposes obtains may feel reluctant 
to lose representation in the baking field, but to avoid 
this he could consider Loose- (Please turn to page 108) 


POQUUESUYOEUIOC0S LEENA ONDA ENUT EEDA RETA A 


Attractive Substitutes for Tax Sales 


Indicated Range 
Dividend Recent 1936 — 1941 : 
1941 Price High Low = 
International Paper...... re 1714 211% 4%, : 
Kroger Grocery & Baking 2.00 281 36% 1234 
Loew's tae... ...< 3066s 2.00 37 87% 20% 
Marshall Field.......... 0.80 151% 30% 51% 
Mathieson Alkali....... 1.50 27 4234 19%, 
May Dept. Stores....... 3.00 53 70 281% 
Muphy; G.C.... 25.5... 4.00 72% 90 343, 
National Cylinder Gas 0.80 10 16 6* 
Nationa! Supply 51/ pfd 5.507 60 82 261/48 
Southern R'way. pfd... . ere 30 6014 8 
SmiRGo:. ~2.0.56.60%: 1.50 23% 285 15 
es ore 2.00 401, 6514 28%, 
Texas Gulf Sulphur... .. . 2.00 35 443, 233% 
Union Carbide & Carbon. 3.00 72 111 57 
White Motor.......... 0.75 1314 33% 6 
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I, a modern totalitarian war, the moves aimed at the 
paralyzing of the enemy’s economic power and the weak- 
ening of his military machine become almost as impor- 
tant as the actual naval or land warfare. The fighting 
of economic battles, “the silent warfare” with which this 
article will concern itself, has developed strategy and 
weapons of its own, designed to expose the fundamental 
veaknesses in the adversary’s economy. For example, 
if the Japanese economic staying power should be under 
attack, the strategy and weapons would be quite 
different from those to be employed in increasing the 
internal strain on the Nazi-controlled Continent of 
curope. 

Perhaps the day will come when economic embargoes 
will be sufficient to bring the enemy to his knees with- 
out the actual military combat. Japan may be an inter- 
esting test case of this contention. At no other time 
in modern history has a nation as dependent upon inter- 
national trade as Japan been as completely isolated 
economically. Even if the Japanese economy does not 
crack under the economic and financial blockade, it is 
certainly bound to become, to use the description of a 
British economic writer, “brittle” indeed. 

The arsenal of economic weapons has been now sup- 
plemented by instruments far more streamlined than 
was the old-fashioned blockade of an enemy’s coast or 
the search for contraband, the two methods which, by 
the way, were found lacking in effectiveness already 
during the First World War. Following is a short list 
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the modern used in the grand 
strategy of economic warfare: 

(a) Export Control and Embargoes are the “heavy 
guns” of economic warfare, and are used to prevent sale 
of essential materials and articles to the enemy as well 
as to ration the neutrals. 

(b) Import Control designed to assure a steady flow 
of materials and articles required for the smooth func- 
tioning of a national economy. 

(ce) Preclusive Buying, a form of import control, aim- 
ing at keeping supplies of strategic materials from going 
to the enemy. 

(d) Shipping Control, either through warrants (United 
States) or navicerts (Great Britain). 

(e) Freezing of Enemy’s Bank Balances and Securities 
the most effective way Of stopping trade at the source. 

(f) Blacklisting in neutral countries of firms engaged 
in trade with the enemy. 

(g) Patent Control and the prevention of accumula- 
tion of royalties for the enemy nationals. 

(h) Financial and Economic Assistance to the neutral 
nations in return for their cooperation. 

(i) Blackout of Economic Statistics. 

Most of these economic weapons were already known 
during the First World War, but, as in the case of new 
uses of tanks and aircraft, it was again up to the Ger- 
mans to find new and more effective application for them. 
As a matter of .fact, the Nazis used certain forms of 
economic warfare in the “pre-Munich” days to “soften” 


of some of weapons 
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the small countries of Europe in preparation for the 
actual military invasion. Another favored trick in the 
German arsenal—which it took a long time to see 
through—was the holding down of the production of 


certain strategic materials outside Germany, either 
through patent control or marketing agreements. It has 


been proven that the Germans have, for example, dis- 
couraged the production in this country of magnesium 
and beryllium in order to assure for themselves the lead 
in their production in wartime. 

Once the war started, the British were, of course, quick 
to set up a board of strategy, the Ministry of Economic 
Warfare, and to make use of the experiences gained 
during the First World War. Export licensing was grad- 
ually instituted, blacklists published, and access to Brit- 
ish shipping, coaling and insurance facilities denied to 
shipowners who refused to comply with British regula- 
tions. But so long as the United States insisted on 
trading with the neutral nations of the Continent and 
the blacklisted firms in Latin America, the economic 
blockade of the Third Reich was far from airtight. 

The cutting off of Continental Europe from the rest 
of the world began to have more meaning, however, 
when, following the fall of France, we decided to throw 
the weight of our economic power against the Axis 
Powers. The first moves were half-hearted and lacked 
coordination. In April, 1940, the first freezing of the 


assets of countries occupied by Germany was _ put 
through and two months later we launched a preclusive 
buying scheme through the Metals Reserve Co. From 
then on, one act followed another. The control of ex- 
ports began in July, 1940, and has been extended since 
then to several hundred items and to exports of the 
Philippine Islands as well. In September, 1940, the 
lending facilities of the Export-Import Bank were ex- 
tended, providing the basis for broader economic co- 
operation with Latin America. Agreements were reached 
with Brazil, Mexico and Peru, whereby the entire output 
of strategic and critical materials in these countries 
would be retained in the Western Hemisphere. We are 
also buying the entire output of Chilean copper and 
Bolivian tungsten and tin. 


Stopping the Leaks 


Important leaks in the blockade were stopped when 
the “freezing” was extended last summer not only to 
assets of the entire European Continent, but to all kinds 
of payments and financial transactions. Unfortunately, 
a considerable part of the German and Italian funds had 
been transferred elsewhere by that time. As will be 
seen from the accompanying table, some $7,500,000,000 
of foreign funds—including those of Japan—had been 





"Frozen" Funds of Foreign Nationals 





Effective 

Date of 

Country Blocking 

German-Controlled Countries 

Sets rie 6.5.0 PELE SPE eS Seo ewsiews .. April 8, 1940 
PP acc cee ken hne 0s 5 een ie ane Leeeeeesss es. April 8,1940 
NS 656 sia sae eaceaiesemnssparsale pane wacwis ....May 10,1940 
Belgium......... eer ..May 10,1940 
SN cs oc scusbousawe soowwwn es see sesases..May 10,1940 
France. ....... neaeeae ake Caterer Ma eaten ..June 17,1940 
ee See nar, itechangsne Ae EE ....July 10,1940 
Estonia sheeues edicts Peearrererieer ee sd 
RDN Seis sts aia d.g boos ooo ee wscaesercnay 20,9980 
Rumania LPS eaEO ORE Eee Neae : .. Oct. 99,1940 
DER airs hse Seen es acne watenns March 4, 1941 
Hungary... .. March 13, 1941 
Jugoslavia........... March 24, 1941 

I ws aise eee 4 April 28, 1941 
Finlend........ June 14,1941 
sepeetovettio. June 14,1941 

‘oland.... June 14,1941 
Albania ene eg ‘ oS .... June 14,1941 
Austria... .. ia ; ‘ .... June 14,1941 
Danzig......... . : ..June 14,1941 

70)... ... 
Axis Countries 
G y (an chtenstein) ; June 14,1941 
Italy red Son Meine Deine . seuhieatus June 14,1941 
Japan (b).. seecvcces se 3 Opes 
O30 5.5 Steen oA ive 5 Rica Gnoa SNES AORN He ORE CSE CRE 
Anti-Axis Belligerents (c) 
4 4 See : ....June 14,1941 
China (b)..... . June 14,1941 
Total. . . 
— Neutrals (c) 

Portug June 14,1941 
Sey Bs Andorra) nee ...June 14,1941 
Sweden......... ; aa RE Fant ..June 14,1941 
Switzerland. . a aaiee soars ..... June 14,1941 

ica hoc ake eK Sheesh abs desd dad seebhGlsoe Terese ed Sew eee 
IND 6 esau S eo wre vicorace sve bab SRA EAS Ow DS pe CEA Ka OI ER BE 


(a)—Negligible. 


(b)—Order not actually issued until July 25, 1941. 
licenses involving three countries have been issued. 


(Source: ‘ 


(c)— -Liberal general 
Foreign Affairs,” 


affected. As the Swedish, Swiss and the Netherland 
Colonial balances are subject to liberal 

treatment, actually only about $5,000,000.- 

000 may be considered as immobilized. 

The blacklisting last July of Latin Amer- 

ican firm trading with the Axis Powers 

aa, was another effective way of cutting off the 
ollars) Axis supply of foreign exchange and raw 
materials. At about the same time our 

* = economic defense and warfare strategy 
be 4 were coordinated in the “Economic De- 
wae fense Board” headed _ by Vice-President 

13 Wallace, with Milo Perkins as the Execu- 
6 tive Director. Mr. Perkins also became 
° the Administrator of the Export Control 
ba Board last September when the latter was 
= merged with the Economic Defense i 

; In the meantime. following our lead, 
(a) number of Latin American a 
(a) Mexico, Brazil, Colombia and Peru—have 
$4,626 also established export control systems 
patterned on our own. Since the British 
¢ ae Empire countries and the Free Nether- 
ona land, French and Belgian Colonies have 
eer also export control systems, there are but 
a handful of countries left (Turkey and 
Siam are perhaps the most important of 

$ 39 ‘ . e 
275 them) on which the Nazis or the Japanese 

$ 394 could possibly draw for raw materials and 

foodstuffs. 

— At any rate, as a result of the more 
52° effective cooperation among the United 
1,484 States, Great Britain and certain Latin 

$2,187 American countries, the sea blockade of 


the Continent of Europe has been greatly 
tightened. The establishment of the East- 


October 1941) ‘ : ; 
ern Front in Russia and the occupation 








of Syria, Iraq and Iran by the British 


THE MAGAZINE OF WALL STREET 












t 


' 











col 
imp 
cott 
latte 
ther 
A 
still 
whic 
ucts 
chre 
Frei 
fron 
the 
land 
18, 
“lea 
erea 
ring 
Ss 
pres 
witk 
Uni 
T 
bett 
ing 
that 
of ¢ 
oOccl 
to § 
occl 
prok 
We: 
exte 
bloc 
othe 
prok 
new 
T 
unti 
full 
ploi 
mas 


NO\ 














Reema 


As a matter of fact, the Nazis 
are already becoming quite 
aware how double-edged and 
deadly their own economic 
weapons have become in the 
hands of a country of our eco- 
nomic strength. They raised 
a howl when we blacklisted 
their agents in Latin America, 
charging us with blackmail 
and an attempt to eliminate 
German trade from the West- 
ern Hemisphere. What the 
fruits of our closer economic 
cooperation with the British 
Empire and Latin America, 





Press Association 





British destroyer on patrol duty. 


completed the blockade ring of Germany on land. An 
important transit trade which provided the Reich with 
cotton, hides, soy beans and some tin and rubber (the 
latter shipped via the Trans-Siberian Railroad) was 
thereby interrupted. 

Actually, the only contacts that “German Europe” 
still maintains with the rest of the world and through 
which a limited amount of essential materials and prod- 
ucts can be secured (some mercury, mica, copper. 
chrome ore and vegetable oils) are through Turkey and 
French North Africa, and by means of an Italian airline 
from Brazil to Lisbon. Whatever shipments get through 
the blockade to Spain, Portugal, Sweden and Switzer- 
land are carefully supervised. As contrasted with 1914- 
18. when only the Central Powers were blockaded, the 
“leaks” through border neutrals are apparently under 
vreater control now that the whole Continent is 
ringed off. 


and of such developments as 
the preclusive buying of Latin 
American products will be is, 
it is still difficult to say. Cer- 
tainly new economic bonds 
are being forged and 
vested interests created. It is also possible—and our 
trade agreements with Argentine may be the beginning 
in that respect—that we shall have as a result a freer 
interchange of products with certain areas after the war. 

Sabotage is naturally a chapter in itself in the story 
of silent war. It remains the only means by which the 
enslaved, disarmed peoples of the Continent can voice 
their protest against the “new order” and against the 
“collaboration” of certain groups of their own nationals 
with the Nazi conquerors. The opportunities for 
sabotage on a paralyzing scale for the unsung heroes of 
silent war are indeed becoming unlimited as the vul- 
nerability of German and Italian economy has grown 
under the strain of war and blockade. 

For one thing, the continental railway system has 
been taxed to the limit as a (Please turn to page 108) 


new 





So far as Japan is concerned, she can trade at 
present, outside of the Yen Bloc countries, only 
with Siam, Indo-China, Madagascar and the Soviet 
Union. 

The question is. of course, whether Germany was 
better off peacefully trading with Russia or break- 
ing into Soviet territories. The Germans claim 


German Estimate of Continental European Re- 


quirements and Supplies of Important 
Raw Materials in 1937 


(In 000 of metric tons) 


that they will be able to obtain larger quantities Require- Production Secondary 
: i ° . , ae ent Defici Ss 
of certain materials by exploitation of the Soviet cotton pepo a seateiiia nye enon 
occupied area on their terms than they were able  j¥ee! pt a = 
to get by voluntary delivery. Undoubtedly the Jute 492 492 
occupation of the Ukraine will solve some of their Weed 126,900 157,000 30,100 
: . . Iron 52,900 37,500 19,400 3,900 
problems, just as the occupation and the loot of Copper 900 188 163 549 % 
‘ ; : ; L 601 294 2 
Western Europe did before. All this offsets to some — Zine 863 508 = po 
extent the greater effectiveness of the present Rt, = : a = 
sd as ~~ nit last spring. Still an- Antimony _ _ . 
othe »stic s fo V o Germ: vo ) . hromium 113 36 77 
ther quest on is for how long German econc mic dguganese at aa oi * 
problems will have been solved by the conquest of Aluminum 514 517 34 teas 37 
new territories. Rubber 265 — 265 
la hl Ty: . . . Petroleum 23,435 8,637 wa 14,798 ae 
The United States has certainly been innocent Sulphur... 5,671 6,116 445 
: ‘ : Potash 1,7 , 
until recently in regard to economic warfare, the P= soo 41532 7433 4,799 on 
full possibilities of which are yet to be fully ex- P 
: ‘ Source: Europaische Revue. 


ploited. Economic warfare, however, should, like 
mass production of weapons, be “duck soup” to us. 
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How To Average Up 


Investment Income 


The Problem Is to Avoid Important Increase 
in Risk 


BY J.S. WILLIAMS 


k:. some months the writer has sought to render timely 
and effective assistance to readers in meeting current 
investment problems. That these articles have achieved 
a fair measure of success is borne out by the letters 
which have been received. From this correspondence, it 
is only too evident that the prime concern of most inves- 
tors at this time is the implied threat to their income 
resulting from higher taxes, both corporate and personal, 
on the one hand, and on the other the potential need 
for a larger income to meet higher living costs. This 
problem has been the subject of numerous of these 
articles in the past, which have sought to explore the 


possibilities of enhancing investment yields, by the in- 
clusion of certain types of “mixers” in individual port- 
folios. Under the classification of “mixers” are selected 
medium and second grade bonds and preferred stocks 
and common stocks which may lack a dynamic earnings 
background but which at the same time invite confidence 
with respect to their ability to earn and pay a good 
dividend. 

Those discussions have of necessity been couched in 
more or less general terms, leaving it to the reader to 
give practical application to the suggestions and recom- 
mendations in terms of his own portfolio and investment 

needs. It is obviously impossible to treat the 





An Investment Portfolio Requiring 
a Larger Income 





BONDS 
Recent 
Issue Price Value 
5 M City of New York 3s,1980................ 110 $ 5,500 
3 M American Tel. & Tel. 3s, 1956............. 112 3,360 
5 M Columbia Gas & Elec. 5s,1952............ 104 5,200 
5 M Cleveland Union Term, 5s, 1973............ 72 3,600 
4 M Firestone Tire & Rubber 3s, 1961........... 99 3,960 
3 M Illinois Power & Light 5s, 1956............. 105 3,150 
5 M Utah Power & Light 5s,1944.............. 1023/4, 5,119 
Dc eethakekuusurcasuapbdiene ben $29,889 
PREFERRED STOCKS 
40 Shares U. S. Steel 7% Pld................... 120 4,800 
50 Shares international Nickel 7% Pfd........... 130 6,500 
30 Shares Goodyear Tire & Rubber 5% Pfd....... 88 2,640 
25 Shares Tidewater Assoc. Oil 44% Pld....... 98 2,450 
ER A a ee $16,390 
COMMON STOCKS 

40 Shares American Smelting & Refining....... 40 1,600 
100 Shares International Harvester.............. 50 5,000 
60 Shares Dow Chemical..................... 114 6,840 
100 Shares Caterpillar Tractor sted eases detest 43 4,300 
100 Shares American Cyanamid “B"............ 38 3,800 
100 Shares General Motors................... 39 3,900 
100 Shares Gulf Oil........ iin itiaraawe ete 35 3,500 
100 Shares Kennecott....... sp lava ine Scale bees 34 3,400 
50 Shares Sears, Roebuck.................... 68 3,400 
25 Shares Com Products... ............205000. 50 1,250 
BEN at lth ceruneskuasasud $36,990 


various special considerations and circum- 
stances with which certain individuals are 
bound to be confronted. Recently, however, 
we have received a letter from a reader which 
appears to be of such broad interest that we 
have taken the liberty of discussing it in de- 





a. tail in the hope that it will be of practical aid 
90.00 to other investors. 
ris This reader writes, “You may be interested 
120.00 to know that I have read various of your 
tn articles with considerable care, seeking sug- 
eee gestions which might be helpful to me in re- 
ames vising my portfolio. So far, however, I. am 
unable to make up my own mind as to just 
280.00) =what I should do. I am a practicing attorney 
350.00 ; : ; . . 
150.00 2nd while my income from this source is not 
112.50 large, it averages slightly more than the in- 
‘$ 892.50 come from my investments and permits me 
to support my family quite comfortably. I 
so.oo realize that next year I must be prepared to 
160.00 pay a substantially larger tax, probably food 
beni and clothing and other family needs will cost 
60.00 more, and I am planning to send my oldest 
— son to college. My present income may be 
275.00 Sufficient, but I would feel better: if the ice 
212.50 were a little thicker. I am wondering if you 
___7500 would care to glance over the accompanying 
$1,717.50 list and make any suggestions for increasing 


the income, for which I would be very grate- 
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ful. I might add that I am by nature con- 
servative rather than a speculator.” 

It was hardly necessary for our reader to 
add the last item of information. It is rather 


Suggested Changes for Larger Income 











impressively brought out in his selection of — Sila 
securities. (The reader’s list presented here- teous Price Vatue tnesme 
with has been altered slightly in the amounts °™ “SY “ Mow Fot S 1900.....-.---+4.+: 7 S 5,008 S wae 
of the various issues held.) Diversification pire neipieh conc egy -aumaiael “= —_ pe 
appears dis. ewe: tenes ae thought ‘ak ind be oki Tire & Rubber 3s, 1961........... 99 3,960 120.00 
2 i ares U.S. Steel 7% Pid.........--.-- 120 4,800 280.00 
the choice of bonds has been confined almost 59 shares international Nickel 7% Pid........-. 130 6,500 350.00 
exclusively to issues of solid investment char- 100 Shares International Harvester............... 50 5,000 160.00 
acter. The choice of industrial preferred and 60 Shares Dow Chemical................-.-. 114 6,840 180.00 
common stocks has provided a veritable cross 100 Shares Gulf Oil..................0.024. 35 3,500 100.00 
section of American industry, and through MS cotta Rskiasew eke: $39,460 $1,430.00 
the medium of some of the most successful 
companies in their respective fields. Frankly, PURCHASES 
if it were not for the pressing need for a 3M Long Island Ref. 4s, 1949............. %6 2,880 120.00 
greater income yield the writer might be 5M Louisville & Nashville 5s, 2003. .... 102 5,100 250.00 
tempted to tell this reader to “sit tight.” 4 M General Stee! Castings 5i¥2s, 1949 ” ast — 
As it is, however, it appears possible effec- 50 Shares Crane Co. 5% Pld... . bes aaesin ae 
tively to step up the income without any 7° SOROS ne ee si —- — 
practical sacrifice of investment quality. ee = pi pei 
The first and perhaps the most ion ea ey 7 — — 
: Pat . : . 100 Shares Kroger Grocezy ($2.00)....... 28 2,800 200.00 
step is the elimination of the low coupon bond go shares Corn Produets Refining ($3.00)... 50 3,000 180.00 
issues. It is a fair supposition that we have — 400 Shares Union Carbide & Carbon ($3.00). .. 72 7,200 300.00 
seen the peak of the bull market in high grade Total. $39,140 $2,105.00 


bonds, and while it is not implied that a 
major decline is imminent, low yielding bonds 


Figures in parethesis indicate dividends paid. 





would be vulnerable pricewise to develop- 
ments likely to increase the level of interest 
rates. It would not appear that our reader requires the 
tax exemption feature afforded by the City of New York 
bonds and the current premium at which they are quoted 
affords a good opportunity to expand the yield on this 
commitment. The convertible feature on the A. T. & T. 
3’s may ultimately be of substantial value but in the 
present setting the yield is unattractive, plus the fact 
that our reader also has a sizable list of good common 
stocks. The Firestone Tire & Rubber Co. 3’s 1961 are 
also listed for sale in the interest of improving the vield. 


Changes Suggested 


In relation to their quality both U. S. Steel 7% pre- 
ferred and International Nickel 7% preferred appear 
adequately valued at recent quotations. Inasmuch as it 
would be possible to replace both issues without any 
practical sacrifice of investment quality or dependabil- 
itv of income, yield could be advantageously enhanced 
at their expense. 

Basically, the merits of the common shares of Inter- 
national Harvester, Dow Chemical and Gulf Oil cannot 
be seriously challenged. These companies are justly 
rated high among the leaders in the industrial fields. 
None of these issues, however, is particularly suited for 
the funds of the income investor, and the funds repre- 
sented by these three issues could be diverted to other 
common stocks offering greater inducement from the 
standpoint of dividend return. Regardless of the future 
potentialities of these three companies, our reader’s im- 
mediate concern centers on increased dividend return. 

Commenting briefly on the issues selected to replace 
those recommended for elimination, the Long Island 
R.R. Ref. 4’s 1939 are guaranteed principal and interest 


NOVEMBER 1, 1941 





by the Pennsylvania R.R. which is sufficient assurance 
of their investment caliber. The Louisville & Nashville 
5’s 2003 are a legal investment for trust funds and sav- 
ings banks in New York State. The General Steel Cast- 
ings 514’s 1949 are a lower grade issue, but current earn- 
ings of the company derived from substantial partici- 
pation in the defense program provide a good margin 
of safety for interest payments. Moreover, there is a 
possibility that the issue may be refunded in the near 
future. 

Crane Co., 5% preferred, Loew’s, Inc., 614 preferred, 
and Curtiss-Wright “A” shares have a medium grade 
investment rating. Dividends on all of them are cur- 
rently being earned by a good margin and at recent quo- 
tations yield is attractive. 

The shares of S. H. Kress and Kroger Grocery are 
admittedly devoid of spectacular earnings possibilities 
over the months ahead. Both companies promise to be 
benefited by increased consumer purchasing power, and 
while higher taxes and costs may prevent sales gains 
from being fully realized in terms of net income avail- 
able for dividends, earnings should continue sufficient to 
provide satisfactory coverage for the present rate of divi- 
dends. Our reader’s list already contains 25 shares of 
Corn Products and in consideration of the investment 
background and the current attractive yield basis on 
which the shares are available, it seems wholly advis- 
able to increase this commitment to 60 shares. The in- 
clusion of 100 shares of Union Carbide & Carbon should 
in a large measure offset the sacrifice of growth possi- 
bilities owing to the elimination of Gulf Oil, Dow Chemi- 
cal and International Harvester. Union Carbide shares 
have paid $3 in dividends this year, and may possibly 
declare a year-end extra. Union (Please turn to page 110) 
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L. no section of our national economy has the shift in 
defense potentials from low gear to high gear been more [ 
apparent to the average investor than in the rapid pick- [| 
up of arms production by the motor industry. That the | 


tre 


output has gained impetus at the expense of non-essen- 


MOTORS | 


In 


Arms Program | 


BY STANLEY DEVLIN 


insmission of arms production promise to armament | 





tial peacetime pursuits goes without saying, but poses 


th 


Wi 


by 


SiC 


fecting the major divisions of the industry 
truck, and motor accessory—as they relate to automo- | 


e major question of whether profits from armaments 
ll compensate for the contraction in earnings caused 
disruption of regular business. 

Essential to a determination of profits trends is con- 
leration of present and prospective developments af- 
automotive, [| 


FONT TEER F 





tive and truck production and the present scope and 
probable assignment of armament orders. Presentation 


of 


the overall picture by industry groupings permits con- 


clusions as to which companies are in position to forge 
ahead, which are likely to remain static, and which may 
lose out as peacetime functions are placed in storage for 


th 


e duration by the armament race. These conclusions 


are summarized in the table appended to this article 


whi 


1ich presents 1940 and interim earnings, dividends paid 


during the year to date, investment and market ratings, 


an 
ac 


d comments on leading automobile, truck, and auto 


‘cessory stocks. | 


Since July, when the automobile industry was in- | 


formed of a tentative program for curtailing production 
during the present model year by 50 per cent rather 


th 


an 20 per cent, evidence has accumulated that an 


all-out defense program of a size to which the nation 


is 


duction drastically. Rather than the 2,150,000 passen- 


ger cars envisioned for the model year ending July 31, 
1942, greater and greater production curtailment is 


in 
de 


tailment schedules has as yet been taken, Washington 


committed must eventually limit passenger car pro-  [ 


prospect as the defense program grows and defense 
mands increase for metals now used in auto production. 
While no official action toward greater overall cur- 


ares este 
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opinion seethes with feeling that the production cuts 
now ordered and taking place are not nearly as drastic 
as the defense situation requires. Such feelings are 
epitomized by the views of the chief of the OPM 
Bureau of Research and Statistics, who, after a study 
of Britain’s defense efforts, recently stated that passen- 
ger car production ultimately may be limited to 52,000 
a year, if comparative reductions in line with British 
‘ar quotas are to be made. 


Lower Auto Quotas Indicated 


The trend in official opinion therefore points to the 
probability of more stringent curtailment orders during 
the current model year. Direct support is given this 
conclusion by the references of Mr. Leon Henderson, 
O P M Civilian Supply Director, to the January quota 
conveying the warning that merely a maximum produc- 
tion limit of 204,848 passenger cars had been set for the 
month, or 51 per cent below actual production of 418,350 
for January, 1941, and that sufficient materials for the 
permissible maximum might not be available. Note 
was made that automobile manufacturers were experi- 
encing difficulties in obtaining sufficient steel, and espe- 
cially strip steel, to produce the cars permitted, and 
that the material situation would become increasingly 
tight. 

Both the trend of official opinion and the actual cuts 
thus far ordered coincide in so far as less favorable pro- 
duction comparisons with 1940-1941 output are con- 
cerned. The initial order reduced production schedules 
for the four months ending this November by 261% per 
cent under output last year. This was followed by an 
ordered reduction of 48.4 per cent for December, while 
the latest quota provides for a reduction of at least 
51 per cent for next January. Quotas for subsequent 
months are scheduled to be set on the fifteenth of each 
month, three months in advance. 

The effect of the curtailment orders thus far made 
is to limit production for the first six months of the 


present model year 36.3 per cent below the initial six 
months of the 1941 model year, with a permissible 
industry total of 1,228,065 compared with 1,828,517 for 
the first half last year. Even though the present objec- 
tive of a 50 per cent cut this model year under the 
4,297,000 passenger cars turned out in 1940-1941 be 
adhered to, obviously the reductions ordered in monthly 
output after January will have to be at a steeper rate 
of decline. 

The brunt of the quota reductions will be borne 
by the “big three.” Company allotments for the first 
six months call for reductions under actual produc- 
tion in the corresponding period of the 1941 model year 
of 39.5 per cent for General Motors; 41.1 per cent for 
Chrysler; 34.0 per cent for Ford; 26.6 per cent for Hud- 
son; 17.9 per cent for Studebaker; 13.0 per cent for Nash; 
and 8.0 per cent for Packard. Willys-Overland and 
Crosley will be permitted to increase unit output slightly. 
For the month of January alone, company quotas call 
for an aggregate cut of 55.1 per cent for the “big three,” 
while the six smaller companies are permitted to increase 
production by 8 per cent largely because of seasonal 
factors. Slated for elimination on new model cars are 
the various refinements requiring chrome, copper, nickel, 
or aluminum, but the ban may not be imposed until 
after January 1 to allow redesigning of bumpers and 
other “bright-work” fixtures. 

In contrast with automobiles, trucks are playing a 
vital defense role. As transport facilities become more 
strained as a result of increased industrial activity, the 
greater demand for raw materials, and the haulage re- 
quirements of widely dispersed defense factories, trucks 
inevitably will be called upon to an increasing extent. 
Added to growing civilian uses is the vast fleet of trucks 
required for mechanization of the army. 

The truck industry’s direct defense orders aggregate 
around $600 million, of which Yellow Truck & Coach 
(controlled by General Motors) alone has around $225 
million, or nearly 38 per cent of the total. Allowing 
for shipments thus far against its government orders, 
























































































































































1.5 T — 
AUTOMOBILE PRODUCTION . 
MILLION CARS — QUARTERLY 
1.0 S aa & ES. 
i993 6 19 3 9 194 0 194) o 


NOVEMBER 1, 1941 








Yellow Truck has a backlog of unfilled orders well in 
excess of its total dollar volume for 1940. Most of its 
output consists of vehicles of 24% tons or more capacity 
in various types, and to a considerable extent with six- 


wheel drives. White Motor has received an aggregate 
of about $65 million in government orders, mostly for 
armored cars, half track cars and military trucks; pro- 
duction has been proceeding at a high rate. Diamond T 
Motor Car has about $42 million in defense orders, 
largely for six-wheel drive trucks and armored half 
track personnel carriers. Mack Trucks, with about $36 
million in defense orders, is busily engaged on trucks 
and tank transmissions. Other truck producers also 
are actively engaged in meeting the requirements of 
the army, including the Dodge division of Chrysler, 
which has some $80 million in defense orders and is 
understood to have built more trucks for the govern- 
ment than any other producer, and the Chevrolet divi- 
sion of General Motors, with some $85 million in direct 
defense business for military trucks. 

The truck industry as a whole can look forward to 
virtually capacity operations for an indefinite period. 
Forecasts indicate another production record during 
the current model year, the O P M estimate being for 
1,189,000 trucks from domestic factories. To facilitate 
acquisition of necessary materials, producers of heavy 
trucks have been given A-3 priority ratings, and no 
restrictions on output apply. Light trucks, of 114 tons 
or less, have been put on a production basis limited 
temporarily to 91 per cent of the high levels a year 
ago, but larger cuts may be made subsequently. To 
permit maintenance of the record pace during the first 
half of the calendar year, production of medium trucks 
of 14%4 to 3 tons capacity for civilian use may be 
continued at the same rate. The reduction in light 
truck manufacture as presently ordered will be more 
than made up by increased production of heavier 
types. 

The truck industry has demonstrated its ability to 
expand and adapt production facilities to volume out- 
put of the numerous types of military vehicles required 
by the army, and is in a position to increase both vol- 
umes and earnings. Stocks of leading truck companies, 


and especially those of producers of heavy trucks, con- 





sequently offer speculative profit possibilities, and are 
relatively attractive media for switches from less favor- 
ably situated issues. 

A portion of the decline in automobile manufacture 
will be offset by increased output of commercial cars, 
and particularly heavy trucks, but the main reliance of 
the major automobile companies for maintenance or 
increase of dollar sales volumes must be increasing de- 
fense work. Currently estimated around $3.5 billions, the 
total contracts awarded the auto industry are not yet 
sufficiently large to enable the major producers to offset 
the effects of sharply curtailed passenger car output. 
While the military orders received are roughly equiva- 
lent to dollar production of cars and trucks in good 
years, the returns on Government or sub-contract work 
are substantially less than obtainable on normal lines. 
Moreover, the reductions in auto output vitiate the 
savings derived from mass production and increase unit 
costs of operation, which will be compensated only in 
part by higher selling prices. Higher wage and mate- 
rial costs, the delays and expenses of adapting or build- 
ing plants for arms output, and the training of labor 
in new skills constitute additional burdens on immediate 
operations to a greater or lesser degree. The crux of 
the problem is the extent to which existing plant and 
equipment can be utilized in arms fabrication, and the 
rapidity with which arms production accelerates. 

While indications are that the three major auto pro- 
ducers, and the industry as a whole, will not be able 
to expand arms output sufficiently for some months to 
offset the decline in normal activities, the so-called inde- 
pendents are in position to forge ahead on arms busi- 
ness immediately in most cases. In fact, most of the 
small car and truck enterprises seem likely to obtain 
larger profits from production of war goods than nor- 
mally obtained from peaceful activities. Despite this 
arms business, stocks of the smaller auto independents 
generally are regarded as relatively unattractive com- 
mitments for most investors. 

Looking beyond the next few months, events are 
shaping more favorably from a profits standpoint for the 
major auto producers. General Motors currently has de- 
fense orders aggregating around $1.2 billion, and some 
60 plants located in many separate cities are working 

actively on 500 odd defense contracts which this 
outstanding American institution is understood 
to have. By the end of 1941, the backlog on the 
present basis of orders (Please turn to page 111) 
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or a Crysler Com.......65.... 


$8.69 


$6.65(6) 


$4.82(6) 


$4.50 


B-3 


Cut in auto p will be cushioned by over $400 million in defense or- 
ders and i d ee busi Volume prospects for 1942 good. Despite 
lower indicated profit margins and higher taxes, satisfactory earnings should 
be realized, and permit subst | dividends. 














> General Motors........... 


4.32 


2.52(6) 


2.62(6) 


2.75 


This outstanding American enterprise is rapidly converting facilities to produc- 
tion of a wide range of armaments. With some $1.2 billion in arms orders, and 
peak volumes indicated for 1942, relative stability of earnings seems likely. 





Nash-Kelvinator........... 





$0.35 


0.30(9) 


0.87(9) 


0.25 


Curtailment in both auto and refrigerator lines complicate gs outlook, 


with trend probably downward, despite exp Ls on 
some $85 million in contracts. 











[oS eae ne 


0.05 


def.(6) 


0.08(6) 





With production accel g on some $250 million in arms orders, mostly 
for marine and airplane engines, earnings expansion is indicated. Significant 
gains per common share will be precluded by heavy capitalization. 





rk — Studebaker............... 


0.96 


0.43(6) 


0.59(6) 





tMack Trucks............ 


3.02 


1.36(6) 


2.52(6) 


1.00 


The large volume of industrial and government orders (the latter include a 
substantial number of army trucks pot some $100 million for aircraft engines) 
will more than offset curt. tin car output, and promises higher 
earnings after increased taxes. Reduction in large prior bond interest accruals 
may be considered. 








Large defense backlog of around $36 million for military, vehicles, tank trans- 
missions and parts, combined with heavy s 
higher earnings and dividends. 








*White Motor............ 


3.12 


1.19(6) 


1.26(6) 


0.75 


A marked expansion in medium term earnings is expected as total shipments 
continue to rise. An aggregate of over $65 million in government orders has 
been received for armored cars, half track cars, and military trucks. 








d- | Fellow Truck "B”........ 


1.60 


0.74(6) 


1.13(6) 


0.75 


Yellow Truck is a major beneficiary of the defense program, having received 
government orders totaling about $225 million, or around 38 % of the total 
for the truck industry. The backlog of unfilled orders substantially exceeds 
1940 total sales, and together with heavy commercial demand, assures earn- 
ings gains despite taxes and reduced profit margins. 





of {Bendix Aviation......... 


$3.09 


2.70(9) 


4.52(9) 


4.00 


Constantly expanding defense facilities and orders, which at latest reports 
totaled over $300 million, will more than offset auto curtailment. Higher 
earnings and liberal dividends may be anti 








ne | {Bohn Aluminum......... 


4.09 


2.85(9) 


3.26(9) 


1.50 


Curtailment in normal business lines expected to have little effect on earnings 
of Bohn, which is turning out many vital parts for aircraft and other military 
ts. Larger earnings believed in prospect. 








O- Borg-Warner............. 


le 


2.88 


1.08(6) 


1.71(6) 


1.30 


Sales volumes will be bolstered by defense orders which should mount rapidly 
with time. Declines in original sales fore should be largely 
offset, and i gs should be d factoril 





ry 








to {Bower Roller Bearing. .... 


3.73 


1.89(6) 


2.19(6) 


2.25 


Although aut bile bearing b will be decked, demand from truck 
producers will be og while important orders for aircraft engine bearings 
will further sustain operations and On balance, the earnings out- 
look appears promising an of liberal dividend payments may be 
expected. 














Briggs Manufacturing... ... 


3.10 


2.14(6) 


2.08(6) 


1.50 


C-2 





Increasing shipments of airplane parts and bli i ings gains, 
as larger volumes over coming months offset narrowed profit margins and 
higher taxes. 








mn Budd Wheel............. 


1.01 


0.57(9) 


1.07(9) 


0.45 


D-1 


The armament boom and railroad equipment orders are stimulating earnings, 
and business seems likely to maintain high levels in coming months. 





Clark Equipment.......... 


5.91 


3.60(6) 


3.85(6) 


2.25 


C-2 


Defense contracts are not large but heavy demand for regular products plus 
t orders for military vehicles during 
forthcoming periods give promise of large 











Eaton Manufacturing Co.... 


4.26 


3.87(9) 


4.40(9) 


Reduction in auto parts sales will be offset si cao _ military parts and 
replacements, while aircraft to rise 
substantially. 








Electric Auto-Lite........ 


5.01 


2.29(6) 


3.23(6) 


Higher replacement sales and rising production on over $20 million in de- 
fense contracts related to normal output will largely offset reduction i in original 
ve equip t sales. Earnings prospects are d as favorable. 











1e | Electric Storage Battery... . 


0.85(6) 


1.83(6) 





This derstood to have large battery orders for military vehicles 
and naval poe "Together with increased volume for and i 

work, an offset is provided against the decline in automotive pet and divi- 
dend protection should remain ample. 








Houdaille-Hershey ‘“B"’... . 


1.60(6) 


1.66(6) 


C-2 


The cut in automobile output and the effect of priorities will be adverse, 
but armament business will largely counterbalance the decline in auto demand. 





Kelsey-Hayes "B"........ 


NF 


2.47(9) 


C-1 


Earning power should continue favorable and permit clearing all arrears on 
Class A stock. Construction of military vehicle wheels and parts plus machine 
guns and shells will swell revenues. 





Motor Products........... 


41.03(3) 


NF 


C-2 


Profits may improve in second half current fiscal year but total appears un- 

likely to equal 1940-41 results. Defense orders aggregate around $15 million, 

the bulk being for rear gun bomber turrets, on which production may not be 
tial until Spring or later. 








Motor Wheel............ 





JF2.70 


0.54(3) 


NF 


C-2 


Unfilled defense orders are large, and include some $16.5 million tor shells. 
Demand from truck and railway eq turers should rise, but total 
sales may not offset decline in normal lines. The annual dividend rate should 
be continued, however. 








Reynolds Spring. ......... 


$1.76 





~ 3.01(9) 


2.83(9) 


0.25 


Since the cor anager a not appear in Position to handle large defense orders, 
th cu t tion will adversely affect earnings, 
and render dividend prospects uncertain. 








Spicer Manufacturing. ... . 


Ag6.36 


4.77(9) 


7.07(9) 


3.00 


Production of heavy duty transmissions and propeller shafts for trucks and 
other commercial vehicles has been db d for special trans- 
missions for military cars and tanks. Direct and indirect defense orders will 
more than compensate for reduced passenger car output, and larger earnings 
and dividends are in prospect. 








Thompson Products........ 


5.17 


3.31(6) 


2.89(6) 


1.75 


Around 1,000 different — items, shell fuses, anti-tank shells, parts for 
trucks tanks, guns, and military cars summarize Thompson Products’ defense 
contributions, which will largely — important in sub t years. A 
continued high level of ted 











{Timken-Detroit Axle... .. 


NF 


NF 


3.00 


c-1 








Large defense business will more then, offset decline in auto parts and assure 
capacity ti ith a d high level of and d 





{ Timken Roller Bearing... .. 


2.07(6) 


1.92(6) 


2.00 


Direct and indirect defense orders plus broad industry diversification should 
largely compensate for volumes lost through auto 








NF 


2.49(9) 


1.00 


C-3 


Since few defense orders have been received, earnings will sag with reduced 
output in passenger cars, on which company depends heavily. 
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Prospective Year-End Dividends 


Many Companies Will Make Larger Distribu- 


tions, But Not in Proportion to Earnings Gains 


BY GEORGE L. MERTON 


_— now and the end of the year directors of 
many companies will assemble for the purpose of taking 
appropriate dividend action—action based upon a def- 
inite knowledge of earnings, taxes and other factors 
which shape corporate dividend policies. Whereas in 
previous times year-end dividends were largely in the 
nature of “extras” and were treated somewhat in the 
nature of a stockholders’ bonus, to be expected when 
business conditions had been unusually favorable, the 
tendency in more recent years has been to place quar- 
terly dividends more or less on a token basis, waiting 
until the closing months of the year to declare a final 
payment sufficient to bring the total dividends up to 
whatever justifiable proportion of earnings appeared 
warranted. 

This has been the policy in Great Britain for many 
years, made necessary by the fact that many of the 
largest British corporations conduct their activities on 
such a broad international scale that it was virtually 
impossible to gather sufficient interim data upon which 
to determine dividend action. The adoption of a similar 
policy in the United States, however, has been made 
necessary in order to permit directors to cope with new 
tax legislation which has come to be expected as a regu- 
lar yearly occurrence, to say nothing of inventories and 
the myriad of other corporate details which in the 
economy of recent years no longer lend themselves 
readily to accurate estimate. The expectations of March 
may have to be drastically modified by September. 

Many companies still adhere to the practice of main- 
taining a regular quarterly dividend rate but their ability 
to do so in most instances is due principally to a char- 
acteristically stable background for their activities. 
But the number of such companies is becoming steadily 
less, with the result that the closing months of the year 
are acquiring increasing importance in terms of the 
investor’s over-all income. 

This year stockholders’ dividend expectations are 
undoubtedly geared rather high. Considering that 1941 
has been a year of record-breaking and sustained busi- 
ness activity, this is only natural and as a matter of 
fact is not without basis in fact. For the first nine 
months of this year the New York Times reports total 
dividend declarations amounting to $2,854,556,560 
against $2,618,308.352 in the same months last year. 


86 


This was the largest total of dividends since 1937 and 
September was the seventh consecutive month which 
recorded the largest declarations for any corresponding 
month since 1937. According to the New York Stock 
Exchange, of the 834 common issues listed, 543 paid their 
holders approximately $956,705,000 in dividends during 
the first six months of this year. In the same period of 
1940, 495 issues paid $884,524,000. The upward trend in 
dividend payments revealed by these figures will doubt- 
less be more pronounced when augmented by fourth- 
quarter declarations. 

At the same time, however, it is equally certain that 
dividends will be smaller in proportion to earnings than 
would usually be the case. The increase in corporate 
sarnings this year will in most cases substantially out- 
strip the gain in dividend payments. Directors will be 
compelled to act more conservatively in the matter of 
dividends because of greatly enlarged working capital 
needs and huge tax reserves. In formulating dividend 
expectations, sight should not be lost of the fact that 
taxes must be paid in cash next March, and taxes this 
year will in not a few cases exceed the amount of earn- 
ings available to pay common dividends. 

Even higher taxes next year are a virtual certainty 
and it can be assumed therefore that directors are not 
anxious to be overly generous to stockholders this year, 
only to be forced to lower dividends in 1942. 

Aside from tax reserves, the greatly increased volume 
of business now being handled by many companies has 
brought a corresponding need for larger working capital 
requirements to finance larger inventories, increased pay- 
rolls, receivables, etc. It may be necessary to resort to 
bank loans and new financing on an increasingly larger 
scale. In fact this trend is already apparent in the 
steadily rising volume of commercial loans now out- 
standing, which total larger than at any time in the past 
ten years. 

And finally another factor directly related to divi- 
dend policies is the threatened dislocation of peace- 
time and civilian activities of many companies which 
thus far have been more or less immune to the impact 
of defense. Material shortages, credit restrictions, com- 
petition for labor and a host of other problems may act 
to restrict earnings and could prove to be outright disas- 
trous in cases where dividends are excessively generous. 
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In short, it is difficult to avoid the conclusion that 
while stockholders will share in increased earnings, the 
defense-inspired business recovery will not be a bonanza. 

Naturally, the most impressive earnings gains this 
year have been shown by those companies most promi- 
nently identified with the defense program. Such indus- 
tries as steel, railway equipment, aircraft, metals and 
others are well represented among the companies which 
seem most likely to pay sizable year-end dividends. 
Stockholders in these companies have experienced a long 
period of lean dividends and could hardly be blamed in 
the present circumstances for hoping for generous divi- 
dend treatment when seemingly earnings would justify 
it. Dividends will be good, at least by contrast with 
those in recent years, but not spectacular. For example, 
U. S. Steel this year may earn upwards of $10 a share 
for the common stock, but stockholders, for reasons 


already cited, should not be surprised if total dividends 
do not exceed $5 a share. 

But not all of the companies scheduled for favorable 
dividend action are limited to those directly engaged in 
defense work. Of 192 common stocks listed on the New 
York Stock Exchange which paid larger dividends in the 
first six months of this year than a year ago, 110 of these 
were concentrated in the automobile, chemical, food, 
machinery, metal, merchandising and steel groups. 

That these included the food group is of particular 
interest. Food purchases do not increase appreciably in 
times of better business and increased purchasing power 
but consumers, however, are likely to be less price con- 
cious, with the result that food processing and packaging 
companies are able to pass higher costs along to the 
consumer without risking competitive losses. Con- 
sumers, moreover, with more (Please turn to page 110) 












































































































































































































































These Companies May Take Favorable Year-End Dividend Action 
Dividends Earned Divs. Paid Latest 
aid Per Share or Declared Earnings Year Recent 

Company 1940 1940 1941 Per Share Ago Price COMMENT - 
Abbott Laboratories $2.15 $2.89 | $1.50  __ $1.31Je $1.29 52 Total current payments should equal 1940. om 
Allesheny-Ludlum Steel... . 150 «2.78 = 4.503.045 2.07 21 May pay as much as $2.50 this year, 
American Cyanamid ‘‘B"’. _0.60a  _—s_ 2.44 «9.60 t«“‘«‘«i Ce a 39 _ Will probably pay year-end extra. _ a 
American Smelting & Refining... = 2.75 4.21 9.00 2—si«29Je—i«é«i AD ___39 __ Earnings would justify 75-cent extra. = 
Beechnut Packing.......... ee 6.61 ws 5.25  §.90Se tt” 4.90 116 _—*Year-end payment of $1 likely. 
Bendix Aviation............... _ 2.50 rr ee eee 2.72 38 Total dividends indicated at not less than $4. _ _ 
Bethlehem Steel................ 5.00 14,04 4.50 4,29Je_ 6.09 64 May pay $6 forall of 1941. a> 
Chicago Pneumatic Tool...._ ahi None 3.01 f 1.50 2.56Je 1.23 — 15 __— Another 50-cent dividend may be paid. : = 
Cleveland Graphite Bronze ___ 2.00 4.10 1.20 2.42Je 9 50 a 25 _Not less than $2 in dividends indicated 
Climax Molybdenum. 2.20 2.40 0.90 1.57Je 4.37 38 _ May pay as much as $3 a share. 
General American Transportation 3.00 4.11 1.50 2.31Je 2.21 49 Current dividends likely to be on par with 1940. 
General Electric. . 5 41.85 1.95 1.40 ~ 1.30Se 1.29 29 Total 1941 dividends should equal at least $1.85. 
B. F. Goodrich. . ' — le 0.75 —  4.34Je 0.26 20 Earnings would support generous year-end dividend. 
Hercules Powder. . roieet 2.85 4.01 1.80 3.01Se 2.54 70 May pay as much as $3 for all 1941. Fe! 
Houdaille-Hershey ‘‘B". ... 4.50 2.42 1.00. 1.82Se 1.59 10 _ Dividends in 1941 may moderately exceed last year. 
Ingersoll-Rand... .. at: 7.03 4.50 4.463 3.13 99 At least $7 will be paid this year. tm Selal 
Inland Steel.......... ae 5.00 8.87 3.00 4.6442 3.64 "71___ May pay somewhat larger year-end dividend this year. _ 
International Business Machine 6.00a 10.50 4.50a 7.54Se 7.14 158 Usual extra in stock likely. 
Kennecott Copper...  -275—“‘“‘zazOSCOC*~*~*«Si« ew 2.29 34 Another 75-cent extra indicated Pane 
ROWS ne cistiacien a Bbw ie : 3.00  482Ag 1.50 a 3.07Se 2.41 38 Earnings would warrant an extra dividend. a 
Lone Star Cement a. a i nn 00 1.42 42 Will probably pay extra of 50 cents. Aan eae 
Magma Copper. . rigs 2.50 2.78 4.50  —«-2.74Se 1.85 27 _ Dividends wili be at least $2.50 a share. 
Monsanto Chemical............ 3.00 2—tsi«« 2G 4.50, _-3.57Se. 2.37 85 Will probably not pay in excess of $3. 
New York Air Brake. . - mi 3.00 4.04 nes 2.00 -4,38Je ; 3.21 34 Another extra of $1 likely this year. eee 
Norfolk & Western cos 15.00 92,067.50 ‘14.47 14.58 198 __ Payments should equal 1940 rate. 
J.C, Penney..... 5.00 5.91 2.95 a 2.56Je 2.24 84 _ Total payments of not less than $5 indicated. 
i... uw ua mu us 2 6 one ; 
Sperry Corp.. etetoia 2.00 3.90 1.00 | 2.03Je _ 2.00 34 Policies conservative. Another $ payment likely. 
tm. @ ana wa us a = Gale —— 
Square D........ tii. _— <— (- io 2.82 39 __ May pay at least $3 this vear. a 
Standard Oil Co. (N. BE cea: 1.75 4.54 1.00 | NF NF 44 Will show about $5 a share. Extra of 50 cents probable. 
Timken Roller Bearing Sees °° Gane 2.00 1.92Je 2.07 41 _ Payments may be on par with last year, 
United Aircraft... Na 3.50 495 2.00 2.10 3 37 Another dividend of at least $1.50 possible. mo 
U. S. Smelting, Refining & Mining 6.00 vat: 8.16 x 4.00 «385 e 3.99 55 Total dividends of $6 indicated. _ 
U.S. Steel........ srbsniey ol ategels 3.00 8.84 3.00 7 5.60Je 2.72 54 May pay at least $5 a share this year. > 
NenRRIUR COND 6 665 5:5. ok iss 1.50 2.84 0.50 1.73 2.43 22 Will probably pay a year-end dividend of $1. 
Westinghouse Air Brake. . 1.75 1.76 0.75 1.64Se 1.42 20 At least $1.75 a share likely this year. 
Westinghouse Electric. as 4.75 7.16 3.00 5.94Se 5.46 73 Earnings would support further payments of $1.75. 
Westvaco Chlorine Face 1.85 2.96 1.05 1.65Je 1.72 33 Will probably pay on same basis as 1940. = 
White Motor... eG, None 3.12 0.50 1.26Je 1.19 14 Another 50-cent payment probable. sa 
Yellow Truck & Coach "B"...... 1.1214 1.60 0.75 1.13 1.01 14 Total payments may reach $1.50. 
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Today’s Investment Status 
Of Chain Stores 


Individual Prospects Increasingly Mixed 


BY H. F. 


—_ are many phases of our economic life which are 
peculiarly American but none is more so than our “chain- 
store” method of merchandising. This method of dis- 
tributing consumer goods has spread throughout the 
civilized world but here again, the most extensive and 
efficient chains of retailing establishments are out- 
growths of the American system and are mostly sub- 
sidiaries of American companies. 

The chain store had its inception in this country in 
the year 1859 when a tea merchant purchased an entire 
ship’s cargo of tea and then decided to sell it at retail 
rather than to pass it through the hands of the usual 
commission merchants and brokers. Naturally, by 
eliminating the middlemen, the tea merchant was able 
to undersell all other retail competitors while at the same 
time improving his own customary margin of profit. 
The Great Atlantic & Pacific Tea Company—better 
known as the A. & P.—was the ultimate outgrowth of 
this initial transaction and to this day, eliminating the 
middleman, while passing the savings so achieved on to 
the ultimate consumer by low selling prices, is the biggest 
chain store system. 

After the Civil War, the population of the United 





Gendreau 


TRAVIS 


States grew rapidly, mostly through the infusion of a 
large foreign population. These newcomers, bred to 
thrift in all matters, became the major supporters of 
the chain stores while the more conservative native 
population still adhered to the older method of trading 
with local, independent tradesmen. It was not until 
after the World War that the chain stores became more 
generally accepted by all consumers. The change was 
occasioned by the generally lower incomes of the imme- 
diate post-war period and the fact that the chains were 
the only ones left who were able to purchase a sizable 
part of the over production capacity of industry brought 
about through previous efforts to supply war require- 
ments. Since that time, the chain stores have continued 
to play an increasingly important part in retail trade 
but, despite the size of the industry, there is still ample 
room for expansion. 

Completely broken down statistics on all retail busi- 
ness in 1940 are not as yet available. But for our pur- 
pose, Government statistics for 1939 will serve. In that 
year, according to the figures of the U. S. Bureau of 
Census, total retail trade in this country amounted to 
some $24 billion, and of this amount all types of chain 





Cushing 


In the suburbs or in the heart of the great cities the chain stores cluster where the crowds are the thickest. 
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stores grossed $9,106 million or approximately 21.7 per 
cent of the whole. It is true that the chain stores repre- 
sented only about 7 per cent of the total number of all 
retail outlets operated in that year but the results ob- 
tained is a tribute to the management of the chain stores 
in being able to obtain such a sizable proportion of the 
general business with such a small comparative number 
of outlets. Since food and food products normally con- 
stitute the largest part of our individual retail expendi- 
tures, it is not surprising that the food chain stores did 
the greatest dollar volume of business. Of the $7,722 
million expended for food in this country during 1939, 
the chain stores sold $2,833 million or 36.7 per cent of the 
total amount. More recent, although only partial, 
figures seem to indicate that the food group is the only 
one that is continuing substantially to increase its per- 
centage of total retail sales and, due to improved 
methods of merchandising and the willingness of the 
chain grocery store operators to pare profit margins to 
maintain selling prices as low as possible, the trend is 
likely to continue in their favor. 


Prospects Not Uniform 


In other groups, variety stores, auto accessory stores, 
chain restaurants and the like, price differentials be- 
tween those of the chains and the independent operators 
are likely to grow narrower and in some cases the in- 
ability to secure adequate stocks of merchandise for 
resale will probably prevent any expansion of sales dur- 
ing the period of the emergency. The variety store 
field will probably be least discommoded by the increas- 
ing success of the independent operator mostly because 
of the fact that the variety chains, as exemplified by 
Woolworth, Kresge, Grant and the like, control between 
them approximately 90 per cent of the total business 
and the independent competition is widely scattered in 
the hands of many small store owners. 

While the chain stores have intense competition from 
many able and wideawake independent operators, the 
greatest competition comes from within the industry 


Ewing Galloway 
An increasingly familiar sight in many cities and towns. 


NOVEMBER 1, 1941 

























































itself. This is particularly so of the grocery chains. 
Competition between chain stores has resulted in the 
narrowest of profit margins; and special high taxes, 
which are applied only to the chain stores, have resulted 
in a marked tendency to centralize sales units in one 
large store rather than to operate numerous small out- 
lets. The newest stores are the familiar supermarkets— 
mostly of a self service variety—which further reduce 
operating costs and permit the maintenance of low re- 
sale prices. This is borne out by the fact that in 1935 
there were in operation about 48,239 chain grocery 
stores, and in 1939 the number of stores had declined to 
40,350 although, on the other hand, sales of several of 
the largest companies operating in the field increased 
more than 40 per cent in the same period. 
Discriminatory taxes have been one of the major 
difficulties of the chain stores of all types. Such taxes 
were first applied at the instigation of local merchants 
who had political influence and were later seized upon 
by many states as a source of much needed additional 
revenue. Happily for the chain stores and the consumer, 
there has been a general turn against the application of 
additional punitive taxes on chain merchandisers. Had 
all states applied the average chain store taxes the com- 
panies would have been forced to pay out close to 20 
per cent of net income for the privilege of doing business. 
As it is, only about half of the states have some such 
laws, and in several instances special taxes on chain 
stores have been abolished. With the general public 


becoming daily more aware of the savings afforded by 
the chain stores, it is probable that the future trend of 


special chain store taxes will be toward final elimination. 

During the first half of this year, all grocery sales 
increased about 8 per cent on a dollar basis. The gain 
was partly achieved by moderately higher prices but 
more than half of it represented an increase in tonnage 
sales due to larger demand. But the chains did much 
better than the independents as far as sales were con- 
cerned. Chain store sales in the initial six months of 
the year rose 14 per cent as compared with only 5 per 
cent for the independents. Competition between the 
indpendents and the chains and between the chain store 
units held selling prices in check for the record indi- 


A Sears Roebuck store in the country with a scope of merchandise 


rivalling the big towns' most ambitious enterprises. 
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cates that all retail grocery prices advanced only 4.9 per 
cent during the period while wholesale prices increased 
almost 11.4 per cent. Since June, retail prices have 
gained rapidly and the spread between them and whole. 
sale costs is again increasing so that profit margins for 
the remainder of the year should be wider. However, 
operating economies inherent in the chain system of 
merchandising should permit the chain stores to main- 
tain low retail prices in comparison with the indepen- 
dents even should the latter be content with the very 
small margin of profit per item sold, upon which it is 
customary for the chain grocery store to operate. 


Among the chain grocery stores, Great A. & P. Tea 


Co. is the largest. Most of the 11,000 or more stores 
operated are east of the Mississippi River, although in 


recent years the A. & P. has opened a few stores in the 
Merchandising methods are aggressive but the F 


west. 
size of the organization is making for a certain amount 


of unwieldiness which is resulting in increasing inroads 
The competition operates a far 
smaller number of units but they are so placed that they 
cut sharply into what was once the A. & P.’s most active F 
Earlier in the company’s fiscal year, which F 
ends on February 28, it seemed as if earnings for the d 
current period might fall well below those of a year ago F 
when $7.92 a share of common stock was reported. With | 
better profit margins now available, however, it is prob- F 
able that earnings will at least be moderately in excess | 
of $7 a share and, therefore, the prevailing dividend rate | 
There is no doubt but that the 7 
A. & P. will give an excellent account of itself over the 7 
longer term but, barring unexpected developments, it | 
would also appear as if the company’s period of wide F 


from competitors. 


territory. 


is reasonably secure. 


growth was about over. 


On the other hand, Safeway Stores, the second largest © 
system of chain food markets, is continuing to grow. As 
the A. & P. formerly confined its activities to the East 7 
Coast so did Safeway operate almost solely on the West | 
When the A. & P. invaded the West Coast 7 
territory, Safeway did the same thing on the East | 
Coast through the acquisition of, first, the Daniel Reeves | 
chain which operated nearly 500 stores in New York City | 
and, later, the National Grocery Stores which oper- — 

ated a considerable number of stores in the | 
adjacent New Jersey territory. Both of the new § 
acquisitions are to be completely reorganized § 


Coast. 


and will therefore not be immediately produc- 
tive of large profits. But serving, as they do, 
one of the most populous areas of this country 
and enjoying a large following among New York 
and New Jersey consumers, these new units 
should soon be of material assistance in raising 
Safeway’s sales levels and profits. Despite high- 
er taxes, operating costs and small profit margins. 
Safeway should report earnings well in excess of 
$4.76 a share indicated for last year. This year’s 
earnings should fall somewhere between $5.50 
and $6 a share with the latter being the more 
probable figure. Not only is the regular $3 divi- 
dend rate considered to be secure but some extra 
disbursement is in prospect for the year end. 
‘Among the smaller of the food _ stores 
group are American Stores, First National 
Stores and Grand (Please turn to page 112) 
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Effeet of Wage Increases 





Upon Railroad Earnings 





BY JESSE J. HIPPLE 






-_ is as yet nothing concrete about the status of are obviously trading in order to get the best possible 
higher wages for railroad workers but the potentialities bargain and neither side expects to settle on the basis of 
involved are so great that they cannot help but exert their present demands or offerings. 

a major influence upon the market values of railroad By now it is generally known that the railroad workers 
securities until such time as the issue is definitely settled. are demanding as much as a 30 per cent increase in wage 
Only two things are definite enough to be used in the rates and the roads recently countered with an offer of 
calculation of the ultimate result of the wage question. “6 per cent” on wages up to $130 a month or $30 a week. 
One is the demand of the workers themselves and the Above the $30 weekly maximum, there would be no 
other is the tentative offering of the roads. Both sides increases. The 6 per cent (Please turn to page 108) 

































e e es e 
Estimated 1941 Earnings and Approximate Effect of Various Wage Increases 
a . 
Had They Been Operative This Year 
1941 +71Q% +10% +15% } 1941 +IVa% +10% +15% 
Esti- Increase Increase Increase | Esti- Increase Increase Increase 
mated in Wages in Wages in Wages | mated in Wages in Wages in Wages 
Atchison Top. & S. F. (System) * Missouri Pacific (System) 
Fixed charges earned...... 3.1 2.7 2.5 2.2 Fixed charges earned 3.7 3.2 3.0 2.7 
Net per share common..... $8.96 6.61 5.81 4.21 Net per share common $2.82 0.16 d0.76 d2.48 
Atlantic Coast Line N. Y. Central (System) 
F Fixed charges earned...... 2.9 2.6 2.5 2.3 Fixed charges earned 1.6 1.4 1.3 1.1 
est Net per share common..... 14.49 12.29 11.54 10.09 Net per share common 4.80 2.75 2.05 0.70 
Fs Baltimore & Ohio (System) N. Y., Chicago & St. Louis 
As & Fixed charges earned...... 2.8 2.6 2.5 2.3 Fixed charges earned 2.4 $3 2.1 2.0 
Be Net per share common..... 9.26 7.06 6.31 4.86 Rig per share common 23.26 18.96 17.56 14.71 
ast Boston & Maine New Haven & Hartford 
aun Fixed charges earned. . 2.7 2.3 2.2 1.9 "fined charges earned 1.6 1.4 1.3 1.1 
est & Net per share common. 2.00 d2.14 d3.49 d6.24 Net per share common 2.74 0.94 0.40 d0.79 
ast Chesapeake & Ohio Norfolk & Western 
ASU Fixed charges earned. . . 5.5 5.1 5.0 4.7 Fixed charges earned 16.3 15.2 14.8 14.1 
ast : Net per share common. 4.59 4.14 4.00 3.69 Net per share common 22.59 20.89 20.34 19.19 
- Chicago, Burlington & Quincy Northern Pacific 
yes Fixed charges earned. 2.4 2.1 2.0 1.8 Fixed charges earned 1.7 1.5 1.4 1.3 
be. Net per share common... 8.11 6.21 5.56 4.31 Net per share common 3.91 2.91 2.62 1.96 
ity B *Chicago, Milw., St. Paul & Pac. Pennsylvania R. R. (System) 
“§ Fixed charges earned...... 6.9 6.0 5.7 5.1 Fixed charges earned. . 1.8 1.6 1.5 1.4 
er- & __. Net per share common..... 4.09 2.34 1.74 0.54 Net per share common 4.75 3.60 3.25 2.45 
a “oe & Northwestern Pere Marquette 
he 2 Fixed charges earned...... 7.5 6.2 5.8 5.0 Fixed charges earned. . 2.1 1.9 1.8 1.6 
_ Net per share common..... 2.90 d0.45 d1.55 d3.80 Net per share common 5.76 4.01 2.91 1.46 
ew Chicago, R. |. & Pacific (System) Reading R. R. 
ed ‘ Fixed charges earned. ..... 1.4 1.2 +. 1.0 Fixed charges earned 2.1 1.9 1.80 1.6 
CU ee Net per share common..... 2.54 d1.34 d2.64 d5.26 Net per share common 4.71 3.20 2.71 1.76 
1c- Delaware & Hudson St. Louis, San Francisco 
Fixed charges earned 1.5 $3 1.2 $4 Fixed charges earned 1.00 0.9 0.8 0.7 
Jo, Net per share common 4.96 3.16 2.56 1.36 Net per share common d5.00 47.70 d8.65 d10.45 
's Delaware, Lackawanna & Western. Seaboard Air Line 
TV & Fixed charges earned. ..... 1.6 1.3 1.2 1.1 Fixed charges earned 1.0 0.8 0.7 0.6 
—_ __ Net persharecommon..... 2.64 1.49 1.10 0.36 Net per share common d0.42 d1.07 d1.32 d1.77 
rk ‘ *Erie Railroad (System) Southern Pacific (System) 
oe Fixed charges earned. ..... 3.1 2.7 2.5 2.3 Fixed charges earne 2.2 1.9 1.8 1.7 
its Net per share common 2.95 1.86 1.45 0.76 Net per share common 9.42 7.37 6.67 5.30 
ie Great Northern R. R Southern Railway (System) 
ng Fixed charges earned...... 2.5 29 2.1 2.0 Fixed charges earned 2.2 2.0 1.9 1.8 
she Net per share common... 8.06 6.91 6.56 5.75 Net per share common 12.31 9.55 8.65 6.85 
, : Illinois Central (System) Texas & Pacific 
ns Fixed charges earned. . 1.8 1.6 1.5 1.4 Fixed charges earned 1.8 1.6 4.5 1.4 
Be Net per share common. 9.09 6.29 5.35 3.49 Net per share common 5.01 2.84 2.16 0.69 
of Lehigh Valley Union Pacific 
ee Fixed charges earned. 1.5 1.3 1.2 1.1 Fixed charges earned 2.6 2.3 2.2 1.9 
ra Net per share common. 2.85 1.60 1.20 0.35 Net per share common 8.54 6.24 5.49 3.94 
fe Louisville & Nashville Wabash 
50 Fixed charges earned. 3.1 2.8 2.6 2.4 Fixed charges earned 1.4 1.2 1.1 0.9 
e Net per share commo 16.28 13.49 12.53 10.69 Net per share common d1.30 d3.50 d4.25 d5.75 
yre Minn., St. P. & S. S. M. (System) Western Maryland 
s Fixed charges earned... .. 0.8 0.7 0.6 0.5 Fixed charges earned 2.00 1.8 4.2 1.6 
Vi- Net per share common.....d10.10 414.25 d15.60 18.35 Net per share common 3.25 £35 1.90 1.25 
rs Missouri, Kans.-Texas Lines Wheeling & Lake Erie 
. Fixed charges earned...... 1.3 1.0 0.9 0.8 Fixed charges earned 7.5 6.6 6.3 5.7 
Net per share common..... d5.18 d6.38 d6.83 d7.63 Net per share common 7.55 6.05 5.57 4.50 
res . . . - 
ral * On reorganized recapitalization. d—Deficit. 
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Shipbuilding Boom 


According to the American Bu- 
reau of Shipping, total construction 
of new ships in the United States 
for the three years ending Decem- 
ber 31, next, will be three times that 
for the years 1914, 1915, and 1916, 
the first three years of World War I. 
In the latter period American build- 
ers turned out 116 vessels of 605,888 
gross tons. Including 1939, the cur- 
rent program up to the end of this 
year will have produced 215 vessels 
with an aggregate of 1,685,755 tons. 
The present program calls for the 
construction of 1,153 ships of 12.,- 
410,000 tons deadweight by the end 
of 1943. At the present time there 
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The above scene is not in Russia, but is at the General Motors’ pro 


‘Milford, Mich. 


For Profit and Income 
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are under construction in American 
yards 1,071 ships of 6,212,090 gross 
tons, of which all but 60, on order 
for the British Purchasing Commis- 
sion, will be under American regis- 
try. In a single day recently 14 
new merchant ships were launched. 
Moreover, these figures cover only 
cargo vessels and do not include the 


heavy program for a_ two-ocean 
Navy. Recently in a single week 


naval launchings included a 35,000- 
ton battleship, five destroyers and 
three mine sweepers. Both Govern- 
ment and private shipyards are 
being taxed to capacity, extensive 
additional facilities are under con- 
struction, and all indications point 
to a protracted period of record- 
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The trucks and tanks were made by General Motors, while the 


planes are powered with Allison liquid-cooled motors, another GM product. 





breaking activity for some time. 


Common Stock Dividends 


The latest issue of The Exchange, 
official publication of the New York 
Stock Exchange, makes several 
cogent observations concerning com- 
mon stocks. It is pointed out that 
common stocks listed on the New 
York Stock Exchange have estab- 
lished an impressive record of con- 
tinuous dividends. One hundred 
and _ twenty-five listed common 
stocks have yielded dividends every 
year for a quarter of a century. 
More than 265 issues have paid divi- 
dends in each of the past ten years. 
Stock yields are higher than at any 
time in recent years and currently 
average more than 6 per cent of the 
list as a whole—including in the 
average non-dividend payers as well 
as dividend payers. Not only are 
yields higher, but more listed com- 
mon stocks are paying dividends 
than ever before in the 150-year 
history of the New York Stock 
Exchange. The current low volume 
of stock market transactions and 
the comparatively narrow range of 
price fluctuation may be discourag- 
ing to the speculator, but the oppor- 
tunities for the bona fide income 
investor were never more numerous. 


Niagara Hudson Power 


Among low-priced common stocks 
to which it is possible to attribute 
a degree of speculative merit, there 
are few which are priced lower than 
Niagara Hudson Power shares. At 
recent levels around 1% the issue 
is selling at its low for the year. 
Niagara Hudson Power operates the 
largest power system in the coun- 
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try; it is a completely integrated 
system operating wholly within the 
borders of New York State, with the 
exception of two small subsidiaries 
operating in Canada. On a con- 
solidated basis, the company’s earn- 
ings for 1940 were equal to 66 cents 
a share, while for the twelve months 
euded June 30, last, net was equal 
io 73 cents a share for the common 
stock, compared with 50 cents a 
share in the same period of 19490. 
Computing earnings on a_ parent 
company basis, net in 1940 was 
equal to 17 cents a share, compared 
with 16 cents in 1939, 37 cents in 
1938, and 44 cents in 1937. A divi- 
dend of 15 cents a share was paid 
in 1940 and the probabilities are 
that a similar dividend may be paid 
this year. Two reasons are prob- 
ably accountable for the current low 
level at which the shares are quoted. 
First, the shares have undoubtedly 
been under selling pressure from 
holders desirous of establishing capi- 
tal losses, and second, potential 
buyers are undoubtedly fearful of 
the possible consequences of the St. 
Lawrence seaway development. The 
latter, however, remains pretty 
much in the blueprint stage and 
with present plans calling for the 
ultimate utilization of 65 per cent 
of the nation’s industrial capacity 
in the production of arms and de- 
fense materials, it is unlikely that 
this project will be carried out for 
some time to come. Even when it 
iz, it may be much less adverse in 
its effects upon Niagara Hudson 
Power than the present price of the 
shares would seem to indicate. All 
things considered, the shares price- 
wise, at least, would appear to have 
more to gain than lose at prevailing 
quotations. 


Nine Months' Earnings 


Corporate reports for the third 
quarter and the first nine months of 
this year reveal that the majority of 
companies are earning more this 
year than a year ago. At the same 
time, however, it was clearly evi- 
dent that the gain in profits was 
small in proportion to the level of 
business; that previous estimates of 
the heavy toll to be levied by taxes 
were not exaggerated; and that in- 
ventories were being expanded at an 
abnormally rapid rate. A compila- 
tion of a representative group of 
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Leading Companies Report Nine Months’ Earnings 


Earnings Earnings Earnings 1941 Dividend 

1941 40 940 aid or 
Company 9 Months 9 Months Full Year Declared 
MOIR cin 3B ied «earn bce oo -caeecede: $1.93{ $1.77 $2.38 $2.00 
Allegheny Ludlum Steel......................... 3.04 2.07 2.78 1.50 
American Brake Shoe & Foundry................. 2.49 2.14 3.49 1.40 
American Chicle........... 6.24 6.31 8.42 4.00 
American Home Products... . 3.87 3.85 5.32 2.40 
Atlas Powder Co..... ; 4.24 3.48 5.71 2.50 
Beech-Nut Packing. . 5.20 4.90 6.61 5.25 
Caterpillar Tractor. . . 3.12 2.91 4.16 1.50 
Clark Equipment... 5.98 4.35 5.91 2.25 
Corn Products Refining... . 2.40 1.89 3.10 3.00 
Crucible Steel. ... 6.79 5.17 10.24 Pore 
Freeport Sulphur. . 2.96 2.90 3.81 2.00 
General Electric. . 1.30 1.29 1.95 1.05 
General Foods. . 1.93 1.89 2.77 2.00 
Hercules Powder. . 3.01 2.54 4.01 1.80 
Johns-Manville. . . . 4.97 3.72 6.35 2.25 
Lone Star Cement... 3.07 2.37 3.57 2.25 
National Distillers... . 1.87 1.56 3.28 2.00 
New York Air Brakes.... 3.63 3.39 4.04 2.00 
Penick & Ford... 3.07 1.64 3.95 2.25 
Square D. Co.. 5.17 2.82 4.56 2.00 
United Fruit.... 5.47 4.35 5.10 4.00 
United States Gypsum. . ; 3.65 4.05 5.44 1.50 
Westinghouse Electric & Manufacturing. . . 5.94 5.46 7.11 3.00 
Worthington Pump & Machinery. .... 5.93 4.12 6.20 


t Compiled from quarterly reports. 





nine months’ earnings reports re- 
vealed that while operating profits 
for this period were up more than 
80 per cent from the level a year 
ago, the gain in net income, after 
taxes, barely exceeded 10 per cent. 
The proportion of net operating in- 
come charged off for taxes was up- 
wards of 60 per cent. Inventories 
on the average were a third higher 
than at the end of September, 1940. 
Several times during the past ten 
years the reference to “profitless 
prosperity” was frequently made, 
but the term today is much more 
appropriate than it was then. 


Stockholders’ Rights 


In the late ’20’s an announcement 
that a company planned new financ- 
ing and would issue stock purchase 
rights to stockholders was usually 
the signal for a rather impressive 
bullish demonstration. Today, how- 
ever, exactly the opposite is true. 
Since Westinghouse Electric an- 
nounced its intention of offering 
additional common stock to share- 
holders at $70 a share, the stock 
has declined about $18 a share. Dow 
Chemical shares sold down about 
$17 following a proposed stock offer- 





ing. It is difficult to ascribe any 
particular reason for this paradox- 
ical situation, but stockholders may 
find it costly to ignore subscription 
rights. Following the recent offer- 
ing of $233,584,900 convertible de- 
bentures by American Tel. & Tel., 
it was disclosed that stockholders 
had for one reason or another ig- 
nored rights worth about $1,355,000. 
At their expiration stockholders’ 
rights to subscribe for this issue had 
a value of about $1.50 each, but 
owners of 867,178 rights passed up 
the privilege and failed to dispose 
of their rights. 


So They Say 


Cigarette production in Septem- 
ber was the highest on record and 
the gain in that month was the larg- 
est ever recorded. . . . On October 
21, American Car & Foundry de- 
livered its 2000th light tank. Some 
of the company’s tanks are already 
in service in the Near East... . Sales 
of new model automobiles have been 
light and production schedules may 
fall under OPM allowables. . . 
The anticipated freight car shortage 
this fall will probably turn out to be 
a myth, as was the gasoline shortage. 
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Another Look At 





Oliver Farm Equipment Co. 


Farm equipment sales have been running at record high 
levels so far this year and, barring difficulties in obtaining 
materials for their manufacture, indications point to 
a continuation of the trend. Up to the middle of last 
month, all farm equipment sales topped $650,000.000 as 
compared with $562,500,000 in the same period of 1940 
and the previous record of $571,200,000 reported in the 
same months of 1937. Exports will undoubtedly fall 
below last year’s levels by a good margin but the drop 
will more than be compensated for by the anticipated in- 
crease of at least 20 per cent in domestic sales. 

The demand for farm equipment is great. Farm in- 
come—the normal determinant of farm equipment sales 
volume—is expected to be in close proximity to the $11,- 
200,000 figure established in 1929 and if farm prices are 
not restricted next year, farm income promises to make 
an all time high record. This presages an accompanying 
record demand for farm machinery, especially in view of 
the scarcity of labor on the farm and the Government’s 
desire for as great an output of farm products as possi- 
ble. Added to this potential demand is the very real 
need for defense products of the type which the farm 
equipment manufacturers are capable of manufacturing. 

Oliver Farm Equipment is one of the smaller of the 
farm machinery makers but it is apparently obtaining 


OLIVER FARM EQUIPMENT — PENICK & FORD 
SUPERHEATER — UNITED STATES RUBBER — WHEELING STEEL 





its full share of all available business in its own line of 
endeavor. Expansion of its line of products to include 
small general tractors has helped to bring sales for this 
year to high levels. Oliver Farm does not possess the 
facilities or means to take on large sized armament or- 
ders although it has some orders for metal bomb crates 
and other ordnance materials which are assisting in the 
maintenance of income at more than satisfactory levels. 
In common with practically all other manufacturers, ma- 
terials and labor costs have been increasing. While 
higher costs have resulted in reducing profit margins, 
considerably larger sales volume has more than offset 
such increases and will permit the company to report 
moderately higher earnings than a year ago. Increased 
normal taxes will, of course, take a larger share of gross 
profits than they did a year ago although if the invested 
capital option is adopted as the method of calculating 
excess profits taxes, Oliver Farm Equipment has an esti- 
mated exemption or credit of approximately $10 a share. 
As far as can now be determined, excess profits taxes will 
not be of great importance in figuring 1941 income which 
should, if nothing intervenes in the period between now 
and the close of the year, be somewhat better than $3 a 
share of common stock as compared with $2.56 a share 
a year ago. Common dividends, re-established this year, 
should be moderately increased by a year end distribu- 
tion in keeping with final earnings. 
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Penick & Ford, Ltd. 


The same factors which are favorable to the manufac- 
turers of agricultural machinery have a somewhat ad- 
verse affect on manufacturers whose raw materials are 
mostly agricultural products. This is particularly true 
of those who distribute in package form as distinct from 
bulk sales. The disadvantage being, of course, that it is 
difficult to advance the prices of packaged goods to keep 
up with a rapidly rismg market for the basic commodi- 
ties involved. In times of declining raw material prices 
just the reverse holds true but there is no immediate 
prospect of a wide decline in the prices of agricultural 
commodities. 

Penick & Ford is one of the leading processors of corn, 
sold in the form of meal, starch and syrup. A smaller 
business is done in other food products which include 
molasses, cane and maple syrups and the like but the im- 
portance of corn overshadows the others. Penick & 
Ford supplies the cotton and rayon industries with 
starches in bulk and also sells a sizable quantity of stock 
feed derived from the processing of other food products. 
But taken as a whole, bulk sales amount to only about 
one-third of the business. However, since bulk sales 
permit a flexibility of prices in keeping with fluctuating 
raw material costs, they are of considerable importance 
in stabilizing profit margins for the entire line of prod- 
ucts. 

During the first half of this year, Penick & Ford re- 
ported highly satisfactory earnings. Gross sales in the 
period were more than 60 per cent greater than a year 
ago and demand continues to be good. However, due 
to the fact that earnings of recent years have been re- 
markably stable, better than average business in the 
initial half of this year resulted in a sharp rise in Federal 
taxes. Nevertheless, earnings for the six months period 
were equivalent to $1.95 a share as compared with $1.27 
a share in the same period of 1940. The prospect for the 
balance of the year is not quite as satisfactory from an 
earnings standpoint. Although the last half of the year 
is normally productive of the largest proportion of the 
full year’s earnings, the difference is not sufficiently 
large to absorb the extra taxes on first half income which 
are the result of the latest tax schedule. However, it is 
probable that second half business will be sufficiently 
good to make possible earnings at least as large as those 
of the first half year and accordingly, 1941 earnings may 
well be in the vicinity of $4 a share of common stock. 
Previous earnings have been highly stable but only in 
1930 did they exceed $4 a share and then only by a mar- 
gin of 2 cents a share. Dividends have also been steady 
although the amount paid has customarily been close to 
the earnings for the particular year in which they were 
distributed. Thus, the $3 annual payment of 1940 
may be increased this year to $4 for the management has 
rarely hesitated to pay out a few cents a share more than 
actual earnings in order to distribute a round sum. 


Superheater Company 
Superheater Company, normally considered to be a 
maker of railroad equipment, has a considerably broader 
interest than just one field of activity. As a maker of 
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steam superheaters, heat exchangers, boiler injectors, 
water heaters and economizers, its products are in strong 
demand for steamship construction and power plant 
building as well as for steam locomotives. Some seven 
years ago, Superheater acquired control of Combustion 
Engineering Co. after that organization had experienced 
a series of insurmountable difficulties. Up until the out- 
break of the war, Combustion Engineering showed little 
promise of being much more than a moderate liability 
but since then, the revival of demand for products in 
which Combustion once excelled has placed the former 
liability in the position of being Superheater’s most pro- 
ductive asset. 

Superheater has little, if any, direct defense business 
but is participating strongly in the large volume of in- 
direct defense orders. Unfilled order backlogs are not 
generally reported but in the first quarter of this year, 
Superheater had on hand unfilled orders amounting to 
more than $4,000,000 as compared with deliveries of 
about $1,500,000 in the first three months. The prod- 
ucts are highly necessary in the building of ships of all 
kinds as well as stationary power plants and locomotives 
so it is logical to assume that orders have continued to 
be received at no less than the rate of the first quarter 
and that the unfilled order back log is now well above 
the last reported figure. 

Earnings for the first half of the current year showed a 
sharp gain over those of a year ago although they prob- 
ably have not as yet begun to reflect the full effects of 
potential business. In the first six months, Superheater 
reported net income equivalent to $0.83 a share as com- 
pared with $0.56 a share in the same period of 1940. 
Taxes have been sharply higher with the result that it 
will be increasingly difficult for the company to report 
increased earnings in direct ratio to sales. However, de- 
spite the rising burden of taxes, business should continue 
in ample volume to permit the report of earnings for this 
year well in excess of the $1.47 a share earned for 1940. 
Current estimates place 1941 results at about $1.75 to 
$1.85 a share; a figure which, if achieved, will still be well 
below the $2.31 a share earned in 1937. If there are any 
changes to be made in the dividend rate it will more than 
likely be upward. 


U. S. Rubber Co. 


U. S. Rubber, in common with other leaders of the 
rubber industry, is engaged in considerable defense work, 
some of which involves little or no rubber in its manufac- 
ture. The company is also engaged in a moderate 
amount of chemical work whose importance at present 
is minor but holds promise for the longer term. Condi- 
tions in the rubber industry are in a transition period 
and are marked with changes of emphasis from one prod- 
uct to another. For instance, restrictions on the use of 
crude rubber will probably result in a reduction of the 
physical volume of rubber goods sold but, other activi- 
ties, despite the comparative smallness of their volume, 
will be sufficiently profitable to offset in great measure, 
the loss of some profits from the highly competitive tire 
industry. 

During the first eight months of this year, the tire in- 
dustry shipped about 48,396,000 casings or approxi- 
mately 25 per cent more than (Please turn to page 111) 
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T may surprise you to know that the 
modern automobile contains some 
12,000 parts. 


These parts are so durable and precisely 
fitted that most of them function through- 
out the life of the car with no attention 
at all. 


However, since anything mechanical re- 
quires some care, one of the things General 
Motors dealers do for their communities 
is provide service based on complete, 
first-hand, up-to-the-minute knowledge of 
the whole automobile. 


To do this, most GM dealers send their 
mechanics to a factory training school 
each year. 


There they study the new engineering 
principles in the current models, learn the 
latest “wrinkles” in service techniques and 


Hes mechanics know 


their lvee Nr. 5 ; 






refresh themselves on the proper care of 
standard mechanical features. 


This is an important safeguard for the satis- 
faction you and millions like you desire 
from an automobile. It will be doubly 
important if the needs of national defense 
make it necessary for dealer service to pro- 
long the useful life of cars in the future. 


As a group, the dealers who sell GM cars 
have grown in ability with the industry of 
which they are a part. Year by year, they 
have risen to new responsibilities, and they 
are today, with mighty few exceptions, 
businessmen of whom we and their home 
towns can be proud. 


That’s why we look upon them as partners 
in progress, with us and with the 
communities they serve. 
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The Personal Service Department of Tue Macazine or WALL STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Warner Bros. Pictures, Inc. 


How do you appraise the speculative possi- 
bilities of Warner Bros. common now? In 
rising from around 2 to its present price of 
5%, would say say the common shares have 
discounted the best expected earnings for 
19412 What do your analysts say of the pre- 
diction that net should equal $1.50 or more 
at the year end? My 250 shares cost me 9%. 
Should I continue to hold? In answering, 
please report on the current trend of film 
rentals on new productions such as “Sergeant 
York”—operating costs in view of rising 
labor and material costs—competition— 
probable effects of the current Senate in- 
vestigation of the movie industry, and all 
other considerations which may influence the 
appreciation possibilities of this stock—Miss 


A. J., Alton, Illinois. 


In the year 1940 Warner Bros. 
Pictures Co. earned 63 cents per 
common share and had a price range 
for the vear of 414 high and 2 low 
for the common stock. In 1939, 
3G cents per share was earned and 
the stock had a high of 6% and a 
low of 3144. In the 39 weeks period 
which ended May 31, 1941, $1.12 
per common share was earned as 
compared with 58 cents per share 
for the corresponding period of 1940. 
So far this year the price range for 
the common stock has been 5° 
high-2°4 low, and from an earnings 
base the price does not appear to 
have fully discounted the improved 
earnings outlook for the company. 
It is believed that earnings for the 
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fiscal year which ended in the latter 
part of August, 1941, would be more 
than double 1940 results, with esti- 
mations running as high as $1.50 
per share. Dividends are quite re- 
mote on the common stock in view 
of the $33-odd dollars in accumu- 
lated unpaid dividends on the pre- 
ferred stock. Some dividend has 
been paid on the preferred this vear 
and it is expected that further dis- 
tributions will be declared over the 
near term since earnings appear to 
justify such a procedure. 

In a recent investigation of films 
alleged to be of a propaganda type, 
the picture “Sergeant York” was 
mentioned. It is understood that 
this picture is profitable and may 
gross the company more than any 
of their pictures in recent years. It 
does not appear likely that the 
Senate investigation will result in 
any adverse treatment to this com- 
pany but may, as a result of much 
advertising, increase theatre at- 
tendance for this picture. Lower 
charges for film amortization are an 
aid, coupled with the more widely 





diffused purchasing power which 
should increase theatre attendance, 
ali contributing to the better than 
average possibilities for the near- 
term future of this company. Taxes 
iz all probability will continue to 
increase but increased attendance 
should more than offset this increas- 
ing burden. All in all, we feel that 
your commitment in this stock is 
worthy of full retention although it 
must be considered as speculative. 





F. W. Woolworth Co. 


I have 125 shares of Woolworth, price paid 
38%. For an investor interested in stable 
income plus moderate appreciation, do you 
counsel continued retention of this stock? 
By reducing its quarterly dividend from 60 
to 40 cents has Woolworth brought disburse- 
ments into line w'th earings? I understand 
of the $2.48 per share earned last year, 70 
cents of that sum was directly attributable 
to its British subsidiary. How much is ex- 
pected from this source for 1941? How much 
from domestic business under new taxes? 
What steps is the company taking to bring 
profits into line with rising volume? How is 
Woolworth meeting the loss of profitable im- 
ported merchandise novelties which 
must be substituted because of defense 
priorities? Please advise—R. O’R., Green- 
wich, Conn. 


The current quarterly dividend of 
40 cents per share appears relatively 
secure for F. W. Woolworth Co. 
The reduction from 60 cents quar- 
terly was dictated by judicious ap- 
praisal of conditions resulting from, 
in the main, the war. Of the $2.48 
per share earned on the stock in 
the vear 1940, about 70 cents a share 
was represented by dividends from 
the British subsidiary. It is believed 
that 1941 results, from the British 
and Canadian divisions, will be less 

(Continued on page 105) 
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Despite better-than-seasonal expansion in 
check payments and steel output during the 
past fortnight overall per capita Business 
Activity continues to recede at something 
over 2 half point weekly, and present prospects 
are that October as a whole will register one or 
two points below September. Carloadings 
appear already to have reached their autumn 
peak, three weeks earlier than usual—thereby 
postponing for another year the danger of a 
freight car shortage—while farm commodity 
prices, along with the stock market, have been 
reflecting uncertainty as to the nearby out- 
look. Third quarter profits, by and large, were 
well above last year; though probably not quite 
so good as for the first and second quarters. If 
the current business dip broadens during re- 
maining months of the year, profits would re- 
cede somewhat in the final quarter. There is 
also the possibility that a reaction in commodity 
prices might entail inventory write-downs, a 
contingency that is making for greater caution 
among buyers. 

x * 

Defense expenditures in September reached 
$1,347 millions, raising the fifteen-month total 
to $10.6 billions. Should the war continue 
through 1944, and if the recent rate of expan- 
sion in defense expenditures ($100 millions a 


(Please turn to following page) 
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CONCLUSIONS 


INDUSTRY—Living standards of sal- 
aried workers and middle class en- 
dangered more by labor and farm 


demand than by defense program. 


TRADE—Department store inventories 


too high in relation to current sales. 





COMMODITIES—Prices recover lost 
Political 


favor farm prices. 


ground. developments 


MONEY AND CREDIT—Excess re- 
serves drop to lowest point in two 
years. Seasonal decline in commer- 


cial borrowings. 
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— ee PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION (a)} Sept. 160 160 127 
(Continued from page 99) 
a AND om 109 993 94 month) can be maintained; then the economic 
eo lial teapot ate ae 114 te 95 setup would work out about as follows: Defense 
eeree Riad sar wanna cap aes a 417 119 91 expenditures—1940, $1.9 billions; 1941, $13.3 
ak rsa 4 re pete jd billions; 1942, $27.6 billions; 1943, $42 billions; 
Meow Diaiiation............ ce 108 109 87 and 1944, $56.4 billions—a grand total of $141.2 
Distribution to alae tae sua 101 116 % billions. Estimated national income, and per 
Miscell a ” cent absorbed by defense—1940, $74 billions— 
iscellaneous Services......... Sept. 103 104 92 2%; 1941, $88 billions—15%; 1942, $100 
WHOLESALE PRICES (h)....... Sept. 90.3 88.8 717.4 billions—28%; 1943, $110 billions—38%; and 
- 1944, $118 billions—48%. Amount of national 
INVENTORIES (n. i. c. b.) income available to maintain civilian living 
DSPPIMONIRS Sono en beck coke Sept. 151.4 148.9 122.4 standards (after deducting defense cost)—1940, 
New ROMERIS SEOs. che are Sept. 201 202 136 $72 billions; 1941, $75 billions; 1942, $71 
DUNES 5550S :siccaiokeeankeane Sept. 231 249 171 billions; 1943, $68 billions; and : 944, $62 
billions. Thus the drop in per capita living stand- 
ee (d) bi sie wae 85.6 ards between the current year and the 1944 ave- 
0 GRIT E SiR RE a ra 87.3 86.9 19.9 rage would not exceed 22%. This analysis is, 
Housing Peasy oa ea ye 88.6 88.4 869 of course, very “‘iffy,"’ but will serve as a check 
Gites. .............+...00. yin 145 13.8 13.0 upon more fanciful plans and predictions. Factu- 
Baad and Light ge ns cit tee aa yi 88.6 878 84.8 ally, it is extremely doubtful if supplies of essen- 
“hig a ail yn 98.8 98.7 97.4 tial raw material will permit such rapid expansion 
Purchasing Wii at Dollar mea) A - 111.9 1195 1163 in defense production or in total national income. 
Petia: us. : ; . The mere effort to reach this goal will raise prices, 
NATIONAL INCOME (cm){....| Aus. $7,216 $7,454 $5,906 yer eon — and _—— _— stand- 
ve in ° 
CASH FARM INCOME} ards beyond the 22% above indicate 
Farm Marketing eae July $887 $773 $673 5 ee 
~Soh ya bl gga ne reid 5 i 7198 4 ev Despite the reaction in agricultural commodities 
Riess Received by eh head ce Se A 139 ze 134 "97 during the past fortnight, most of the standard price 
Prices Paid by Farmers (ee) ha i. 133 131 199 indexes continue to advance. Increases over last 
Dusinc Utne Mueiieedl i trteen _ year range from 17% in wholesale prices, and 
Paid (ee) — 105 100 80 13% in retail prices, down to 6% in living 
pists Rene OM no ate = costs. The Bureau of Agricultural Economics es- 
FACTORY EMPLOYMENT (f) timates that farm prices this year will average 
Durable Goods............... Aug. 137.9 137.9 102.4 25% above last year, and that farm income next 
Non-durable Goods. .......... Aug. 127.4 123.7 112.2 year, owing mainly to higher prices, will be up $2 
FACTORY PAYROLLS (f)..... rw 570. 1598 °~~1055 | ‘4 8 
RETAIL TRADE For the month of August, rural retail sales 
Department Store Sales (f)....... Sept. 110 134 97 were 43% above last year, wholesale sales rose 
Chain Store Sales (g)........... Sept. 147 151 122 38%, mail order sales 28%, chain store sales 
Variety Store Sales (g) bala staceiee Sept. 150 159 125 27%, and variety store sales 13%. But de= 
Rural Retail Oe Sept. 174 209 128 partment store sales in the week ended Oct. 
Retail Prices (s) as of........... Aug. 102 99.6 92.9 11 were up only 13%, against 21% for four weeks 
and 18% for the year to date. On Sept. 1, whole- 
FOREIGN TRADE sale inventories were valued at 16% above last 
Merchandise Exports{ AR ag Nike Aus. $455 $359 $351 year; but department store inventories in the New 
Cumulative year's totalf to...... Aug. 31 2,900... 2,732 York area were up 30%. Rising lease-lend ship- 
Merchandise Importst.......... Aug. 283 279 221 ments lifted August exports to $455 millions— 
Cumulative year's totalf to...... Aug. 31 CASA Shien 1,747 22% ($104 millions) above last year, compared 
RAILROAD EARNINGS with an eight-months rise of only 6%. 
Total Operating Revenues*®..... Aug. $493,674 ...... $381,538 GE) ee ee 
Total Operating Expenditures*..| Aug. 313,843 ~—........ 267,571 
Taxes®......... tt teeceeeeees Aug. 56,850 i... .. 36,517 Railroad freight revenue in September was 
Net Rwy. Operating Income*...| Aug. 111,317) iw. 66,530 30% above last year, and passenger revenue rose 
Operating Ratio %............ Aug. O52) Cee 70.13 22%. Swollen by broad army furloughs over the 
ete OF Wetuin Gb. ..5..66.55.. Aus. 7 \ ae 2.44 Thanksgiving and Christmas holidays, passenger 
BUILDING Contract Awards (k).| Sept = we oe | Se hee 
oo et ar: Sept. 02 _— 446 decisions await settlement of the wage controversy. 
Accepted for Insurancef........ Sept. 92 91 85 + * * 
Premium Payingt.............. Sept. 73 70 68 P . . 

Building Permits (c) Engineering construction awards in the 
pT Aus. 112 138 102 | week ended Oct. 16 were 82% below last year, 
New York Cityt.............. Aus. 8 18 14. | against a cumulative increase of 74% for the year 
ToS TS USS. Gee ere Aug. 120 156 116 to date. SPAB ban on private building may drop 
: ~ 1942 construction total to $8.5 billions from this 

Engineering Contracts (En){..... Sept. $514 $530 $368 year's record $11 billions. 
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Latest Previous Last 
ee he Date Month Month Year PRESENT POSITION AND OUTLOOK 
STEEL 
Ingot Production in tons* vette Sept. 6,820 7,001 5,895 Automobile assemblies are running currently 
Pig Iron Production in tons*..../ Sept. 4,717 4,177 4,191 | around 25% below last year; but 1942 total is 
Shipments, U. S. Steel in tons*..| Sept. 1,664 1,754 1,393 expected to be about 60% below 1941. Re- 
AUTOMOBILES flecting earlier overbuying and present resistance 
Seaduation to higher prices, domestic retail sales have dropped 
recently to 35% under last year. Armament con- 
Seay eae allele — ; gue 147,600 269,108 tracts, however, are now coming in at the rate of 
<<< —_ pene namen | tes ees 3,005,212 $500 millions monthly. 
Passenger Cars, U.S. (p)........ July 391,795 443,470 315,246 & = ‘9 
Tee MAAR cas cscs anes July 67,412 62,965 49.053 
* Demand for paper products next year is ex- 
PAPER (Newsprint) ; 
‘ pected to top this year by more than 10%. News- 
Production, U. S. & Canada * (tons). 
Sinmens/US-a cmcdet(omy| Sett 3732738 | prowe may have rede nem of pe nd 
Mill Stocks, U.S. & Canada * (tons). Sept. 1 160 169 178 board this year and may take 60% next year. 
LIQUOR (Whisky) Price ceilings have been set up on all grades east 
Production, Gals.*.............. Jul 9.444 12.097 of the Rockies; but voluntary agreements among 
Withdrawn, Gals.*.............. ip 7915 7'535 a manufacturers are holding down prices ‘satisfac- 
Stocks, Gals.*.................. y ' ’ torily in the western area. Owing to shortages, 
. July 304,077 502,847 480,938 production is expanding now at a somewhat less 
a, 4 than normal seasonal rate. Stocks of newsprint 
aperboard, new orders (st)....... Aug. 565,853 384.765 414,966 held by American publishers on Sept. 1 were 
Machine Tool Output (millions of $)} Sept. 68.7 64.3 30.5 5% below last year. 
Railway Equipment Orders (Ry) 
SNE Sk cee cues cey cokes Aug. 101 178 65 oe oe 
SCL ee 
i in rete ae: Prog -_ — 7,085 In the first nine months, the railroads put 55,709 
Cigarette Productiont............ Sent. 18.761 17,777 - ona new freight cars in service, against 49,685 in the 
Bituminous Coal Production * (tons). Sept. 45,464 45,650 38.650 like period last year. Cars on order, as of Oct. 1, 
Portland Cement Shipments * (bbls.). Sept. 18,984 17.454 14.741 numbered 88,819, against 19,892 a year ago. 
Commercial Failures (c)........... Sept. ‘735 ‘954 ‘916 September production was 30% ahead of August. 
ans aia oe ——— lll ————— 
WEEKLY INDICATORS 
Latest Previous Year 
Date Wee Week Ago PRESENT POSITION AND OUTLOOK 
——————— 
CTIVITY 1923-25—100...... | Oct. 1 eflecting a slowing down in general business 
~ = — 116.0 98.6 _| activity, electric power output during the past 
ELECTRIC POWER OUTPUT | fortnight has failed to expand at a normal eae 
3 i tS) Oe ee t rate, and the margin of increase over last year has 
3S Oct. 18 13,837 3,315 2,838 narrowed to 15%. Increases of around 20%, 
TRANSPORTATION however, are reported by New England, Rocky 
Carloadings, total................ Oct.18 999.884 Mountain and Pacific Coast regions. New power 
i ee Eee Oct. 18 37,564 boss te apa lines will be ready by the end of the year to help 
I fe a ideas cde a) Oct.18 167613 171694 120689 | outl. V. A. The SEC will ask Congress to ease 
Popeet Pretttt. ....o0s0cerccess Oct.18 46.317 44.839 41.412 tax liabilities involved in dissolution of holding 
‘aur & Miscellaneous....| Oct. 18 407,450 399599 359.491 companies. Tae 
ch eee Oct.18 15 : : 
iS ‘i = —— 160,718 158,789 Steel operations dipped last week, owing to 
STEEL PRICES local labor trouble; but the reduction was some- 
Pig Iron $ per ton (m)............ Oct. 18 23.61 93.61 929.61 what less than seasonal. Scrap shortage is still 
— 7 ey a esvavots ee eterets Oct. 18 19.17 19.17 90.67 worrisome. ae 
inished c per lb. (m)............ Oct. 18 ‘ : 
ie 2 — — 2.305 Bureau of Mines estimates November crude oil 
STEEL OPERATIONS demand at 13% above last year. Continued ex- 
% of Capacity week ended (m)..... Oct. 25 96.5 97.5 95.5 pansion at this rate for another year would cut 
aa j “~__| known reserves from an estimated 15 years to less 
PETROLEUM | | than 13. Material and equipment shortages are 
Average Daily Production bbls.*../ Oct. 18 4,111 4,070 3,668 hampering new development work; but the O. P. 
Crude Runs to Stills Avge. bbls.*..| Oct. 18 4,120 4075 3.599 C. has promised enough steel for 30,000 new 
Total Gasoline Stocks bbls.*...... Oct.18 82584 81.381 80.414 wells next year. Refinery capacity must also be 
Fuel Oil Stocks bbls.*........... Oct.18 94.495 95.597 107.236 enlarged. Present inventories of light fuel oil 
Crude—Mid-Cont. $ per bbl...... Oct. 25 1.17 1.17 1.09 are well above last year; but a threatened shortage 
Crude—Pennsylvania $ per bbl....| Oct. 25 2.93 2.93 1.33 of heavy fuel oil may necessitate rationing this 
Gasoline—Refinery $ per gal...... Oct. 25 .085 .085 0534) winter. 




















TMillions. *—Thousands. 
(e}—Dept. of Agric., 1924-29—100. 


lron Age. 
Preliminary. 








(a)—Index Federal Reserve 1935-39—100. 
long term trend. (c)—Dun & Bradstreet. 


(b)—Federal Reserve Bank of N. Y¥. 100%—estimated 


(cm)—Dept. of Commerce estimates of income paid out 


(d)—Nat. Ind. Conf. Bd. 1923—100. 


(ee)—Dept. of Asric., 1909-14—100. (En)—Engineering News-Record. (f)—1 923-25—1 00. 
(k)}—F. W. Dodge Corp., (m)— 
(pc)—Per cent of capacity. (pl)— 
(st.)—Short tons. 


(g)—Chain Store Age 1919-31—100. (h)—U. S. B. L. S. 1996—1 00. (j)—Adjusted—1929-31—100. 
(n)—1 926—1 00. (n. i. c. b.}—Nat. Ind. Conf. Bd. 1935-39—100. (p)—Polk estimates. 
(r)—Revised. (Ry)—Railway Age. (s)—Fairchild Index, Dec., 1930—100. 





NOVEMBER 1, 1941 














Trend of Commodities 


Although prices of sensitive commodities displayed a P 
reactionary tone at the week's close, declines were small by home-grown products. 
contrast with the vigor of the previous recovery. A charted 
course of both spot and futures indexes for the past fort- 
night reveals a marked V formation. Congress continues to 
| bestow it favors on the farmer. Last week the House agricul- 
| ture committee approved legislation providing crop loans at 
100 per cent of parity in 1942 and: 1943 and efforts were 


ut forth limit lend-lease purchases of food stuffs strictly to 


The Bureau of Agricultural Econ- 


omics, noted for the conservativeness of its forecasts, has 
predicted a gain of $2 billion in farm income next year and 
if Congress continues to display its present beneficent mood 
toward the farmer, the increase may be even larger. On 
the industrial front attention was centered on the potentially 
grave consequences of record high level inventories. 
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| 2 140} fe LABOR COST 
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| uo 1304+ + ee RE HER ER, ee SE Ce } 
| 5 ol _| e238 | 
| ws “WHOLESALE PRICES) | | | FINISHED PRODUCTS 
Ss LONG TERM TREND 1 | 
te) oO ——+ + ) | + + 4+ + ates 
0 
4 
9 100 
< RAW MATERIAL PRICES 
. 90 rind 
K 80 
Ww 
a 
3 7 | 
> 60 | | 0 1|9}4/0 | 
1915 1920 1925 1930 1935 1940 JFMAMJ JASONDJEMAMJJASOND | 
U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES | 
Spot Market Prices—August, 1939, equals 100 
High Low Oct. 17 Oct. 24 High Low Oct. 17 Oct. 24 
28 Basic Commodities... ... 156.9 105.6 150.7 152.6 Domestic Agricultural... .. . 166.4 111.4 153.1 157.0 | 
Import Commodities... .... 159.6 104.7 153.8 154.1 Epitstilie’. Ss osc ceceee 172.6 100.5 159.0 163.3 
Domestic Commodities... .. 156.5 105.5 148.7 151.6 Raw Industrial............. 146.9 101.3 144.6 144.9 | 
— | PRESENT POSITION AND OUTLOOK 
Date Wk. or Mo. Wk. or Mo. Ago 
Cotton. At one time last week cotton prices 
sins a Ye een were up $4 to $4.50 a bale from previous lows, 
December........ tes iden Nd Oct. 25 16.23 16.38 9.55 but — in the closing sessions erased these 
gains and for the week prices were off 6 to 15 | 
| SS et eae Oct. 25 16.29 16.42 9.47 culls. Teelen manasa ta Oe ante 
Qs tales 000's) Spe en eee aa Oct. 25 17.06 17.07 sia Congress to raise the loan figure next year to 
Consumption, U.S.--.........., Aus 875 mo 66s | Ci cabaes Wasocleus parton ee wie 
Exports, (Ex-Linters)............. Aug 34,967 32,718 64,743 : Thi 
: ing wave. irteen types of carded yarn grey 
Imports (Ex-Linters).............. Aug 43,322 17,243 10,153 quad wens out snder then een: cena, o8- 
Government Crop Est............. Oct 1 °413061 3 -.. ..<. - 12,686(ac) ated ty he Gales 0 ae eel : 
Active Spindles (000's).......... Sept 24,272 23,029 22,281 - ae : 
i 
Wheat. After declining to the lowest levels 
WHEAT since May, 1940, in the previous week, wheat 
| | "Pee casper, Chi con Fee popmetie goleles bet acter 
A ee eee oe Oct. 25 1153% 113% 841 to 97 3 
| 1 1 o 2% cents a bushel. Wheat, like cotton, re- 
| Ey eg OR ae pea ee er Oct. 25 120 118% 8314 : 
| : sponded to Washington developments, but traders 
Exporsiou,(G00's). ........05..... WAGs es sisvca 2,413 2,976 deed netmhens cnet Menken dentine at 
Visible Supply bu. (000’s) as of...| Aug.23 217,648 215,539 164,130 ie uae aa ne Saco tfpe pn a 
Gov't Crop Est. bu. (000's)....... Oct. 1 961,194 ....... 816,698(ac) Pape eosin tiene P y 
weak, with prices dropping more than 5 cents on 
| Saturday. The Treasury ruling permitting frozen 
funds to be used in liquidating commodity market 
| CORN it | fact 
Price cents per bu. Chi. closing commitments was also a factor. 
| Dect ke ee Oe Sanne Oct. 25 163g 75 6038 _ * & 
DB eis Sine Tee ee nels Oct. 25 8234 80% 613%, Corn. Prices registered a modest gain during 
Exports bu. (000's).............. Pe: >  skene. 1,370 3,357 the past week. Wet weather is delaying husking, 
Visible Supply bu. (000's) as of...) Aug.23 37,232 37,931 25,229 but no considerable concern was manifested in 
Gov't Crop Est. bu. (000's)....... Oct. 12626000... 2,449,200(ac)| view of the liberal supplies available. 
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Latest 


Previous Year 


Date Wk. or Mo. Wk. or Mo. Ago PRESENT POSITION AND OUTLOOK 











COPPER 
Price cents per Ib. 
DE AA Cee ener ene 
EQGOS (18; SL) F xocceccce wires 
Refined Prod., Domestic.*........ 
Refined Del., Domestic*.......... 
Refined Stocks, Domestic*........ 





TIN 
Price cents perlb., N. Y.......... 
Tin Plate, price $ per box......... 
World Visible Supplyt as of...... 
DRED ICE ES es eee 
U. S. Visible Supply as of....... 





Copper. Fabricators’ consumption of copper 








LEAD 
Price cents per lb., N. ¥.......... 
WsSRrocuction® «...6 es asescvcar 
UGS Siiments © 2.0.6 6c-c.e es osc 
Stocks (tons) U. S., as of .......... 








ZINC 
Price cents per Ib., St. Louis....... 
USS ABSCUCHON® .s.54).. device ces 
US SiinentS cc aicee s acesiee 
Stocks Uo: 88 OF «5 4ss0i osieanes 








SILK 
Price $ per Ib. Japan xx crack..... 
Mill Dels. U.S. (bales)........... 
Visible Stocks N. Y. (bales) as of. . 








RAYON (Yarn) 
Price cents per Ib................ 
Consumption ()..<.....060.<ss0%a. 
Stoaksas Ol (A) siies sie iso nese woken 


WOOL 
Price cents per lb., raw, fine, Boston. | 
Consumption, period ending (a)... . 








HIDES 

Price cents per lb. No. 1 Packer... 
Visible Stocks (000’s) as of....... 
No. of Mos. Supply as of......... 
Boot and Shoe Production, Prs.* .. 





RUBBER 

PTGS CGRNS DEK UO 6-25 50s oie cieistes 
| Hinote, Ole Safes sis. os siete bean sare 
Consumption, Ui Sif... 6.5. 662s 
Stoahe Wo a8S Olio cess eenoe 
Tire Production (000’s)........... 
Tire Shipments (000's)............ 
Tire Inventory (000's) as of ........ 


COCOA 

Price Cents Per tO. <4.64s 66s. les) 
Arrivals (bags 000's)............. 
Warehouse Stocks (bags 000’s).... 


COFFEE 

Price cents per Ib. (c)............ 
Imports, season to (bags 000's)..... 
U. S. Visible Supply (bags 000’s). . 
































SUGAR 


Price cents per Ib. 


Refined (Immediate Shipments). . 
U. S. Deliveries (000's)*.......... 





U. S. Stocks (000's)* as of (rr)..... 


Aug. 31 777 


Oct. 25 12.00 12.00 12.00 in September totaled 125,398 tons, a decline of 
Oct. 25 11.00 11.00 10.75 17,000 tons from the August level. Stocks in 
Sept. 89,221 87,880 82,843 fabricators’ hands declined about 5,000 tons to 
Sept. 120,429 117,486 112,681 263, 446 tons. The use of copper, except wire, 
Sept. 30 63,670 71,930 185,313 has been completely prohibited for building after 
Nov. 1. ae 
Oct. 25 52 52 51.00 Tin. Reaction in Singapore prices brought 
Oct. 25 5.00 5.00 5.00 the figure more nearly in balance with the New 
June 30 38,600 40,777 31,869 York ceiling of 52 cents. Although tin plate 
Sept. 12,715 13,625 11,410 production was down about 24,000 tons in Sep- 
Sept. 30 1,767 2,393 9,438 temper, it may be safely assumed that production 
— this year will set a new high. 
* * x 
Oct. 25 5.85-5.90 5.85-5.90 5.50 Lead. Stocks of refined lead reached a new 
Sept. 44,903 51,157 51,441 low record at the end of September. Shipments 
Sept. 47,093 55,055 53,456 in September dropped 7,912 tons, while produc- 
Sept. 30 13,148 15,330 41,292 tion was off 6,254 tons. 
- wa ay 1 * “ * 
Zinc. Price ceilings on secondary slab and 
Oct. 25 7.25 7.25 7.25 zinc were raised in line with higher primary prices 
Sept. 73,225 15,524 59,800 under new schedule being prepared by OPA 
Sept. 71,767 71,403 75,193 =e ae ’ 
Sept. 30 19,427 17,969 36,891 ; 
wae 5 a Rayon. Production of spun rayon yarn will 
establish a new high record this year, but further 
Oct. 25 3.57 3.57 2.60 | growth may be arrested by the inability of pro- 
Aus. 2,069 28,528 30,189 | ducers to construct new plant facilities. 
Aug. 30 53,988 47,208 46,898 | me Poe ae 
= ae al Silk. Owners of raw silk in unbroken bales 
will be required to report holdings to OPM by 
Oct. 25 53 53 53. | the close of business Oct. 30. 
Sept. 37.0 37.3 30.9 | + 8 * 
Sept. 30 49 4.2 8.4 | Wool. Recent markets for wool have been 
Seg —| very active, with sales last week estimated at 
| 10,000,000 pounds. Bids will be submitted on 
Oct. 25 1.07-1.10 1.07-1.10 1.08 | Nov. 4 for 33,000,000 yards of fabric for defense 
July 31 46,765 41,904. 28,430 | purposes. 
—_—_—$ $$$ _ ———— . . * 
Hides. Prices have held firm. Tanners are 
Oct. 25 151% 15% 15%! reported to have inventories on hand equal to 
July 31. 13,441 13,479 12,718 | about four weeks’ needs, while packers are under- 
July 31 5.76 5.98 8.18 | stood to have about three weeks’ supplies on 
Aug. 44,764 44,194 39,603 | hand. Recent sales of Argentine hides to British 
SS eS ee — —! interests have been substantial. 
* * . 
Oct. 25 22%, 2254 20.34 Rubber. Tire shipments in September drop- 
Sept. 81,743 106,539 78,972 ped 2.5% below the August figure but were 18% 
Sept. 53,655 55,365 52,469 | above the level of September a year ago. Pro- 
Sept. 30 473,684 446,006 220,597 | duction in September was down 8.4%, but ship- 
Sept. 4,583 5,005 4,413 | ments were nearly 31% larger than in August. 
Sept. 5 264 3,400 4,462 | so 8 
Sept. 30 5,170 5,834 9,837 | Coffee. Quotas were reduced to 110% of 
See -| basic. The new rate will permit importations of 
| about 17,640,287 bags compared with 19,875,- 
Oct. 25 8.19 8.04 4.64 | 000 bags under the previous 125% quota. Pro- 
Sept. 405 534 508 | vision is made for importations in excess of quotas 
Oct. 24 1.359 1,370 1,333 | if shipping difficulties are encountered. 
ill pg iC ilcealivbait Kren * + * 
| Cocoa. West Africa may be eliminated as a 
Oct. 25 13% 133% 7 source of cocoa for the remaining months of 1941, 
Sept. 1 Li. re 3,219 because of uncertainties in the shipping situation. 
Oct. 1 2,419 2,203 1,488 Domestic consumers, however, are understood to 
———— be well supplied with reserves. 
| * * * 
Sugar. Refiners in the East will be able to 
Oct. 25 3.50 3.50 2.85 | maintain operations as a result of increased sup- 
Oct. 25 5.25 5.25 4.35 plies being made available in Cuba and assurances 
Q9months 6213  ...... 5,128 | by the Maritime Commission that necessary cargo 


934 | space will be provided. 





(rr 





tLong tons. *—Short tons. (a)}—Million pounds. (ac)—Actual. (c)—Santos No. 4 N. Y. %*—Thousands. NA—Not available. 
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Mooney and Banking 











Latest Previous Year 
Date Week Week Ago COMMENT 
=a aT = eee = anannneenangnnenaeeasanoteomenaanees aan == — SL ES Ee ST I ST nC EE EE 
| INTEREST RATES | 
Time Money (60-90 days)........ Oct. 25 114% 114% 114% 
Prime Commercial Paper........ Oct.25 14-34% Vo-34%o Yo-34Fo The excess reserves of all member banks last 
Call Money : Oct. 25 1% 1 1% week experienced a sizeable decline of $570,- 
Re-discount Rate N 7 Gee Oct. 25 1% 1% 1% 000,000, with the result that the total of excess 
BR sx ait Ra ence x hes | reserves is now at the lowest level since Aug. 16, 
| CREDIT (millions of $) | 1939. The decline reflected principally the 
| Bank Clearings (outside N. Y.)...... Oct. 15 2,873 ee 2,358 mney = — for rye’ — issue of 
| Cumulative year's total to......... Sept.30 13,137 ee. 9571 2s. e lreasury issue, in fact, left its impact 
| Bank Clearings, N. ¥ Oct. 15 3.336 2'950 in numerous sections of the latest week bank- 
| i ot a ' ! aac : ing statistics. For example there was an increase 
eee Sone arn Cae ae siesta tlle vide wins <r of $718,000,000 in the Treasury's deposit account 
| Loans and Investments........... Oct.15 29,379 29,132 24,402 | — the total hi hig say be open 
Commercial, Agr., Ind. Loans... Oct. 15 6,568 6,501 asjo9° || =sh et account of the twelve Federal Reserve 
Brokers Loans: .<.....<.-.:-.0- Qct<15 551 493 437 | banks showed an increase of $43,000,000 in hold- 
| eae ayy ees Oct.15 11,040 10,985 9,283 | ~~ of Treasury i and a corresponding drop 
| Invest. in Gov't Gtd. Securities..., Oct. 15 3,334 3,329 2,605 | in Treasury note holdings. 
| Other Securities............... Oct.15 3,763 3,749 3,637 | casa 
| Demand Deposits.............. Oct.15 24,640 24,400 91,317 
Time Deposits.............-..- ' 5,436 5,444 5,353 
| New York City Member Banks ome ” é y New York City Member banks reported an in- 
| Total Loans and Invest.......... Oct. 22 12.326 12,309 9,651 | Crease of $81,000,000 in holdings of Treasury 
Commercial, Ind. & Agr. Loans... Oct. 22 2,544 2,547 1,818 bonds, a decline of $142,000,000 in demand 
Brpkers'0ans... 6-5 <cce esas Oct. 22 378 400 997 | deposits and a gain of $1 59,000,000 in govern- 
| Invest. in U.S. Gov'ts.......... Oct.22 5,155 5,104 3,930 | ment — ener we "en a 
| Invest. in Gov't Gtd. Securities... Oct. 22 1,890 1,881 1,442 | banks, owever, Geclined only 5%, ‘ ’ for 
| Other Securities... 055. .0 2. Oct. 292 1,526 1,541 1,392 | dicating that notes surrendered in exchange for 
Demand Deposits.............. Oct. 22 10,564 10,697 9,889 | new bonds were probably replaced in the open 
Time Deposits.................. Oct. 22 760 763 720 | market. sie. Mil 


Federal Reserve Banks | 
Member Bank Reserve Balance.... Oct. 22 12,749 13,321 14,148 : . 
Loans to commerce, industry and agriculture by 


| Money in Circulation. .........| Oct. 22 10,278 10,283 sae | New York banks dropped $3,000,000 in the 


mmm > 1 Eee Bins vine = se we oeeee ree | latest week. Coming on the heels of an increase 



































“ttc pete We ipa ae oer spe — | of $97,000,000 in the previous three weeks, this 
BxCeeeMCSCIVES 54 ceca e | Oct. 22 4,660 5,230 6,940 | was the first decline since last August and gave 
Wins Hens it Pec : ‘seaia ‘| rise to the possibility that the seasonal peak in com- 
bated Pessilnee _— mercial borrowings may have passed. It is possi- 
| NEW FINANCING (millions of $) Month Month Ago | ble, however, that the accelerated tempo of the 
WII avo: 5e.e.c vdeo nies od Sept. 195 409 131 defense effort may nulify seasonal influences as 
PRWAMONEL 5 ocho Sun eeaen:. | Sept. 34 327 68 they effect commercial loans. 
ROMMND 6 a ruierah voacenesews | Sept. 161 74 63 | 
THE MAGAZINE OF WALL STREET COMMON STOCK INDEX ; 
1941 Indexes | | 1941 Indexes 
No. of — — 
Issues (1925 Close—100) High Low Oct. 18 Oct. 25 (Nov. 14, 1936, Cl—100).. High Low Oct. 18 Oct. 25 
290 COMBINED AVERAGE... 56.9 46.3 50.8 51.7 | | 100 HIGH PRICED STOCKS. ... 60.10 51.01 54.66 55.23 
| 100 LOW PRICED STOCKS..... 48.83 37.78 41.74 42.39 
4 Agricultural Implements... .. 99:9 12:2 652 88:2 | 3 Liquor (1932 Cl_—100)..... 169.9 111.5 161.2 166.2 
9 Aircraft (1927 Cl—100).... 199.4 137.1 175.4 180.5 | [> MP MIMETMICIN 2 olsoie-cse ee g stones 111.9 88.0 88.0 88.8 
| 4 Air Lines (1934 Cl—100).. 314.1 198.9 284.7 284.7 DIAN OMIEN oes nces Canes 75:6 64.0 64.0x 64.0 
| 6 Amusements............... 31.7 20.8 29.1 30.8 4 Meat Packing.............. 53:9 40.3 41.4 43.7 
| 14 Automobile Accessories.... 95.7 74.8 78.3 81.0 11 Metals, non-Ferrous......... 138.6 109.5 114.9 115.7 
13 Automobiles.............. 11.1 pfs 8.3 Bear ol Saar ed oh sci tess orn x kis 142 1410 42:7 ‘126 
| 3 Baking (1926 Cl—100)..... 10.7 70 7.0f Fe CAP CUOIEMIN «565 5 ciscocs 0 ersiels acs 86.1 67.4 79.5 84.0 
| 3 Business Machines.......... 104.6 86.5 100.7 101.5 1B Public Wilities......024.4..<-. 38.6 21.1 2:9 “Ott 
2 Bus Lines (1926 Cl.—100)... 64.3 43.9 49.1 49.1 | | 3 Radio (1927 Cl—100)..... 99 6.7 Ta 6.8 
| BCR OMICANE Sos oer 5 6 Sess was) 165.8 135.5 150.3 152.1 | | 9 Railroad Equipment......... 48.0 363 38.5 389 
| 18 Construction............ .. “See SES BS BET | TPR...2.. 60... 11.6 7S 9.4 9.6 
| 5 Containers....... passe ee ROR MOOON MgSO) B45. || “QMRealiy.. 5. .cis oe ee ste 2.1 1.6 1.9 1.8 
| 10 Copper & Brass......... = 88.8 68.8 70.9 71.3 | 2 Shipbuilding.............. 129.7 102:3 111.2 114.9 
2 Dairy Products.......... . 999 95.5 29.1 oA || adSteellsalton: ....é.ce sc ese a0 826 628 641 65.9 
6 Department Stores......... 3.2) 16.7 “S206 GIOrAP |) |) ““Bibugar... sc hese suai 37.7 17:5 32:36 33:4 
| 6 Drugs & Toilet Articles...... 45.8 31.1 40.8 45.8h | SD DUMRIIN ches reece chen 194.3 161.0 173.9 171.8 
| 2 Finance Companies......... 162.3 134:8 137:4.-136:5 | | 3 Telephone & Telegraph...... 45.9 33.2 406 40.9 
..  * aeaeeee 93.1 749 85.0 86.0 | ORlentiles se cncercrre eae 48.5 33.0 38.3 40.2 
O FO Stores. «occ ccs s ee = 45.2 36.7 43.6 44.2 | | 3 Tires & Rubber............. 13.6 9.5 or 12:9 
EPS TESS ie ae ele Mea naRieamncestat 42.2 33.0. 34.3 34.1 || 4 MIGUNECON Seen het sn t3.1 “62:1 66.0 65.3 
OGold Mining. :...0...0600 600% 703.8 507.4 541.9 507.4f| | 3 Variety Stores............. 213.7 184.8 203.6 206.0 
6 Investment Trusts........... 192 454 1941. 27:2 | | 19 Unclassified (1940 Cl—100). 105.7 86.3 96.1 97.9 _ 





f—New LOW since 1933. 1—New all time LOW. h—New HIGH this year. x—New LOW this year. 
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Answers to Inquiries 





(Continued from page 98) 


favorable than in the preceding 
year, caused in part by increasing 
tax burdens coupled with the ina- 





bility to secure ample supplies of | 


merchandise for sales. Another ad- 
verse factor is the purchase tax 
which may restrict sales on certain 
merchandise. Domestic operations 
give a somewhat better outlook, al- 
though both sales and profits com- 
puted on a per store basis, have 
declined in recent years. Attempt- 
ing to meet this problem, the prices 
on various grades of merchandise 
have been revised upward with the 
elimination of those articles which 
had a very narrow profit margin. 
Coupled with this is the moderniza- 
tion program installing restaurants, 
bakeries and other inovations, which 
may over a period of time offset the 
declining trend as given above. 

The financial position of the com- 
pany remains  characteristically 
strong. All and all, it is our opinion 
that your commitment in the stock 
of this company is worthy of full 
retention for the return on funds 
invested which appears to be rela- 
tively safe at this time. 





Inspiration Copper Co. 


Would your security experts recommend 
averaging on my 100 share investment in 
Inspiration Copper at current price of 11? 
I paid 28. Is the company still confining 
its operations to its leaching plant? What is 
its monthly tonnage capacity? Can opera- 
tions from that plant alone this year at cur- 
rent price of copper exceed the $1.87 earned 
in 19402 At what price above “out-of- 
pocket” costs above 11lc can the company 
go into additional production—with what 
tonage? What are the prospects of an 
OPACS allowance of more than the exist- 
ing le per pound? Would you give me your 
opinions as quickly as possible, please?— 
W. C. P., Flushing, New York. 


It is expected that Inspiration 
Consolidated Copper will earn ap- 
proximately the same as it did in 
1940 when $1.87 per share was re- 
ported. Taxes are of course higher 
and operating costs have increased 
but it is believed that such earnings 
will be realized for the full year. 
From current reports it appears that 
leaching plant with a capacity of 
bleaching plant with a capacity of 
approximately 3,125 tons of copper 











distinction and small-car 
Operating economy 


New 1942 Sxyway Serits Vie # 


ve don’t have to give up the 

satisfaction and prestige of 
driving a big, impressive car, 
merely because you feel you must 
cut down your motoring ex- 
penses. 

You can easily settle that prob- 
lem, for years to come, with this 
distinctively flight-streamed, 
finely finished, roomy, new 1942 
Skyway Style Studebaker Com- 
mander. 

Priced attractively low 
This moderately priced car 
with the “big money” look saves 
gas sensationally, because it isn’t 
handicapped with the gas-con- 
suming excess bulk that limits 


prememmmnereererae cera enpcrem eon comme 
ee sie 


~~ 


the economy of other cars its 
size. 
Many choices of color 


You have your choice of a grand 
variety of two-tone and single 
tone exterior finishes and har- 
monizing interior upholsteries. 

And thanks to Studebaker re- 
sourcefulness and research, this 
finest Commander in Studebaker 
history is solid and sound with 
the best of materials and crafts- 
manship. 

See your local Studebaker 
dealer and drive it 10 convincing 
miles. If you wish, you may use 
your present car as part pay- 
ment. C.I.T. terms. 
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a month, while inoperative milling 
unit which has a capacity of 1,900 
tons of copper a month would be 
available if the OPACS would 
grant an increase in the price of the 
metal to 14 cents a pound. Addi- 
tional production of approximately 
20,000 tons could be realized from 
the more costly milling process. In 
short the company would be an im- 
portant beneficiary from such an 
event. 

Dividend distributions for the 
year 1941 are expected to continue 
conservative and compare favorably 
with those disbursed in the year 
1940. Taxes are taking an increas- 
ing amount of profits but it is be- 
lieved that this increasing burden 
will be offset by the anticipated 
higher delivery prices for copper. 
Reserves are estimated to be suffi- 
cient for approximately 13 years of 
operations based on capacity levels. 
While it is believed that there is a 
strong possibility that the ceiling for 
copper prices may be raised addi- 
tional investment funds should be 
used in other issues, which would 
enlarge and make for a_ wider 
diversification of interests. Your 
present shares, however, are consid- 
ered worthy of speculative retention 
for moderate appreciation and good 
vield on funds invested. 


Glidden Co. 


What is holding Glidden back? Its current 
price of 16° does not seem at all in line with 
volume at record levels and earnings doubling 
1940. Isn’t it expected that both food and 
chemical divisions will continue to respond 
to increased consumer spending and defense 
needs? What part of the raw materials es- 
sential to production of paints, chemicals, 
varnishes, etc., does the company produce 
itself? What part must be procured from 
outside sources. Effects of priorities? Do 
your analysts believe that profits equal to 
99 cents per share shown for six months 
ended April, 1941, can be sustained despite 
provisions for tax reserves, higher labor costs 
and other operating expenses. I own 100 
shares for which I paid 3234 and should like 
to know what I can reasonably expect of this 
stock by continuing to hold.—M. L., Seattle, 
Washington. 


In the first half of the fiscal year 
which ended on April 30, 1941, 
Glidden Co. earned 99 cents per 
common share as compared with 47 
cents per share for the correspond- 
ing period of the preceding year. 
It is believed that in the face of 
higher taxes, full year earnings 
should run in excess of the $1.56 
per common share reported for the 
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fiscal year which ended October 31, 
1940. It is understood that very 
little of the company’s business is 
for war work, which may account 
for the somewhat sluggish activity 
for the price of the stock. The ex- 
panding volume of business in prac- 
tically all departments is a_ result 
of a wider diversification. In the 
first eleven months of the fiscal vear, 
sales showed a gain slightly in ex- 
cess of $15,000,000 and since April 
Ist have been at a rate of approxi- 
mately $75,000,000 a year. Septem- 
ber sales alone showed an increase 
of about 70% over the correspond- 
ing month of 1940 while for the 
eleven months ended September 
30th they were greater than for any 
full year exceeding their previous 
peak of $54,300,000 in the fiscal vear 
which ended October 31, 1937. It is 
expected that sales for food lines 
will continue stable while output of 
paints, chemicals, ete., should run 
above a year ago. Prices of raw 
products, such as_ vegetable oils, 
skould aid profit margins even 
though the company does do some 
hedging of inventories. All in all, 
enlarged sales should expand earn- 
ings sufficiently to offset increasing 
tax burdens. 

Dividend distributions should 
compare favorably with the $1.10 
paid in the preceding year. While 
priorities may have some effect on 
the company, it is not believed that 
it will be sufficiently severe to cur- 
tail further earnings expansion or 
impair the favorable outlook for this 
financially strong company which 
occupies a leading position in its 
field. Therefore we recommend full 
retention of your commitment at 
this time. 





Congoleum-Nairn Co., Inc. 


Would you recommend buying back into 
Congoleum-Nairn at current levels? I paid 
23 for my 100 shares last year and have in 
mind averaging now. At what price did this 
stock sell in 1939 when it earned $1.70? 
How do you estimate total earnings for 1941? 
Do you anticipate a sharp drop in volume 
due to installment sales restrictions? Or is 
volume likely to continue to mount as con- 
sumer income rises? What part of the com- 
pany’s business can be attributed directly to 
defense orders? Are the company’s supplies 
of burlap, cork, jute and linseed oil readily 
available for oil manufacturing needs? What 
about raw material prices?—finished goods 
prices? Considering all factors, what is your 
judgment on ‘this stock?—Mrs. K. -R., 
Youngstown, Ohio. 


It is expected that full year earn- 


ings for Congoleum-Nairn Co., Inc., 
will exceed the $1.30 per share re- 


ported for the year 1940. With 
earnings in the first half of the year 
1941 equal to 94 cents per share as 
compared with 61 cents per share in 
the first half of 1940, it is apparent 
that sales of company’s products 
are increasing and bid fair to con- 
tinue to increase over the balance 
of the year. This company is one of 
the few whose normal peace-time 
products are of use in defense ef- 
forts. Heavy linoleums such as are 
made by this company are standard 
equipment in the U. S. Navy and 
elsewhere throughout Government 
buildings, etc. Sales are benefitting 
from the upsurge in building of 
moderate priced homes in industrial 
centers where linoleum is used in 
place of more costly floor coverings. 
Increased purchasing power is also 
aiding replacement sales, all in all 
contributing to the optimistic out- 
look for improved earnings. Divi- 
dend distributions for the year 1941 
should remain unchanged but with 
a continuation of favorable earnings 
expansion, there is a_ probability 
that an extra disbursement will be 
made at the year end. In 1939 when 
74 cents per share was earned on 
the common stock the high price for 
the year was 3034 while the low 
price was 19 per share. It is not 
believed that the curtailment of in- 
stallment sales will have any serious 
effect on earnings as most of their 
business is of smaller proportions 
and therefore not particularly vul- 
nerable to such a condition. Inven- 
tories which were approximately 
8.3 million dollars at the close of 
the year were high but since they 
represented much of the material 
which is now hard to get and for 
which there is a good demand at- 
tests to the sagacious management 
of the company in anticipating 
world conditions, accelerated and 
accentuated by the war. 
Considering all factors we view 
the near term future for this com- 
pany optimistically, especially so in 
view of its record of earnings and 
very strong financial position. Tax- 
wise it will feel the impact of higher 
taxes but no more so than many 
other companies. When conditions 
in the market become more stab- 
ilized it would appear that addi- 
tional purchases of the stock of this 
company would be warranted in 
diversified investment portfolios. 
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Continental Can Co. 


I am holding my 50 shares of Continental 
Can for a comeback to its 1940 high of 4914. 
I bought my shares around that price. In 
the opinion of your analysts, does this stock 
at around 87 reflect the best that can be 
expected of earnings this year?’ Are sales 
likely to hold or better the 35% gain over 
1940 recorded so far this year? What is your 
analyst’s estimate of earnings for the last 
half? Would you say that can volume to 
dute has been largely responsible to forward 
buying on the part of canners? . . . Cans 
essential to defense? What does the condition 
of vegetable packs indicate on the can 
prospect? Does OPM restriction on can 
production appear imminent? To what ex- 
tent are substitute containers of glass and 
fiber cutting in on can sales? Are higher 
operating costs offsetting increased volume? 
Please analyze this situation and advise — 
J. R. B., Kansas City, Kansas. 


While the sales for Continental 
Can Co., Inc., continue to rum ap- 
proximately 35 per cent over 1940 
there is some question as to whether 
this percentage improvement will be 
maintained throughout the year. It 
i; believed that some of this im- 
provement was the result of stock- 
ing up on the part of can consumers 
but to date there has been very little 
evidence that such a_ condition 
exists. For the twelve months period 
ended June 30, 1941, $2.88 per 
share was earned as compared with 
$2.80 per share for the preceding 
twelve months period. The net in- 
come before dividends declined 
slightly more than $200,000 but per 
share gains applicable to the com- 
mon stock was the result of the re- 
duction on preferred dividend 
charges through the retirement of 
the outstanding preferred stock on 
January 2, 1941. It has been con- 
servatively estimated that as a re- 
sult of the sale of debentures and 
stock retirement, that  approxi- 
mately $300,000 annually would be 
saved and increase common share 
earnings by about that much. Earn- 
ings for the full year may show a 
slight improvement over the 1940 
results of $2.82 per share. Weather 
conditions with the crops has re- 
tarded business from this source but 
such appears to be only a temporary 
condition. Tin plate supplies which 
may ultimately come under the 
OPM restrictions has not had any 
restrictive influence on output so 
far. Operating costs as well as taxes 
may well increase but it is believed 
that increasing volume business will 
go quite a way towards offsetting 
this unfavorable factor. Dividend 
distributions for the year 1941 in all 
probability will compare favorably 
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with those disbursed in 1940 despite 
increasing taxes. The company con- 
tinues to enjoy a strong financial 
position and in anticipating future 
increases in volume business an 80- 
acre tract of land was purchased in 
a Chicago suburb for expansion 
when conditions appear propitious. 
The company occupies a leading 
position in the container field and it 
is our belief that your current com- 
mitment is worthy of retention. 





Sears, Roebuck & Co. 


As a stockholder of Sears, Roebuck & Co., 
holding 50 shares acquired at 85, I will be 
grateful to you for your analysts’ latest re- 
port on this company under existing condi- 
tions. I am well aware of the effects of 
taxes on this company, but I want more 
definite information. I should like to know 
whether the relation of volume to net (ie., 
29% gain in volume for 24 weeks ended July, 
1941, results in 8c per share increase in earn- 
ings) shown so far is typical of what can be 
expected for all of 1941. I should like to 
know whether this increase in volume has 
not been primarily due to a rush for durable 
goods or attempts to beat installment restric- 
tions. What about the rest of 1941? ... Are 
inventories of durable goods practically ex- 
hausted? Will concentration on “soft” goods 
show a greater spread between volume and 
profits? Are further catalog and retail price 
revisions contemplated? How should this 
affect me?—S. P., Toledo, Ohio. 


In the first 24 weeks of 1941 
Sears, Roebuck & Co. earned $2.25 
per common share as compared with 
$2.17 per share for the correspond- 
ing period of 1940. Consolidated net 
sales increased approximately 29% 
while earnings before taxes, em- 
ployees’ pension fund contributions 
and special inventory reserves of 
$2,000,000, showed an increase of 
about 66%. Provision for Federal 
income and excess profits taxes, 
however, increased about $10,000,- 
000 or 130% over comparable period 
of 1940. Sales in September in- 
creased 30.6% over last year and for 
the first eight months of 1941 the 
increase over comparable period of 
1940 was approximately 32%. It is 
believed that a sizable portion of 
this increase was represented by the 
thought that there might be a 
scarcity of durable goods in the near 
future or that prices for same would 
be advanced. With a mail order 
house such as Sears, Roebuck & Co. 
an influence of current importance 
is the increasing amount of farm 
income and expanding employment 
resulting in larger payrolls in smaller 
industrial centers where the sharp 
upturn in employment has been par- 
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To the Man 
in the 
Driver’s Seat 
Of A New 1942 Car 
a a 


In spite of, or perhaps because 
of, limited quotas, the manufac- 
turer of your new 1942 model 
car has bent over backwards to 
make it the finest model he has 
ever built. Now, it is your look- 
out—your duty to defense to 
make that car last just as long 
as you can. Regard it as some- 
thing precious, for in these times 
it really is just that. Pamper it 
in every possible way. In short, 
keep it serviced with the utmost 
care to every detail right from 
the outset. 


And in that endeavor, you can’t 
do better than to leave the care 
of your car in the hands of your 
helpful Cities Service Dealer. 
Make his station your regular 
stop for your routine driving 
needs. He provides only one 
quality oil and gasoline — the 
finest. 


Have him give your car a reg- 
ular monthly checkover. Get the 
benefits, too, of his special ser- 
vices that prevent wear and 
maintain smooth performance. 
At present, for instance, he is 
featuring a special five - point 
Winter-conditioning service that 
protects the vital parts of your 
car, thoroughly, against the cold. 
Start off the program of care for 
your car with this complete ser- 
vice today. Stick to it faithful- 
ly and you can prolong the life 
of your car—Help give it an 
extra year of lively youthful per- 
formance. 





Cities Service 
Oil Company 


SIXTY WALL TOWER 
NEW YORK, N. Y. 





























ticularly pronounced. It is believed 
that further expansion of sales is 
probable but increasing taxes, higher 
costs of replacement of merchandise 
may tend to restrict sharp earnings 
expansion. Inventory position has 
been favorable and should aid profit 
margins but such a condition can of 
course not last indefinitely. There- 
fore it appears that full year results 
will show a moderate improvement 
over 1940, giving ample protection 
for dividends which should be con- 
tinued at the current rate. Prices in 
many sections have been increased, 
necessitated in part by increased 
costs of new merchandise. It is not 
believed that lower individual in- 
come taxes will have any great effect 
upon earnings over the near term. 
Therefore it is our opinion that your 
current commitment in this stock is 
worthy of full retention at this time 
as a semi-investment issue. 





Effect of Wage Increases 
Upon Railroad Earnings 





(Continued from page 91) 


figure is said to represent an increase 
in wages of about $95,004,000 yearly 
or the equivalent of about 4.8 per 
cent of last year’s total Class I roads 
payroll. For convenience of study, 
the increase may be regarded as 
being 5 per cent especially in view 
of the fact that this year’s payrolls 
will be moderately larger than those 
of a year ago due to the greater 
number of railroad workers current- 
ly being employed. 

However, this 5 per cent is the 
lowest possible figure usable in com- 
puting the probable effect of wage 
increases on the roads’ earnings and 
subsequent events will probably re- 
veal that the increase granted will 
be substantially greater than that 
amount. Thus, in preparing the 
table of earnings on page 91, hypo- 
thetical increases of 714 per cent, 10 
per cent and 15 per cent were 
adopted with the thought in mind 
that these figures would be basic 
and from them, any actual increase 
granted could easily be approximate- 
lv interpreted into fixed charge cov- 
erage and earnings per share by 
interpolation. 

It should be noted that these esti- 
mates are based upon 1941 earnings. 
This year is one of the best that the 
railroads have enjoyed in many days. 


While some of the roads might con- 
ceivably be able to pay as much as 
15 per cent higher wages without un- 
due hardship on the security hold- 
ers, it would not hold good in most 
of the recent years when earnings at 
best have been only mediocre. In 
the past 25 years, the annual wages 
of the railroad worker has more 
than doubled. But, in the same 
time, the number of workers en- 
gaged in the railroad industry has 
been reduced by nearly 50 per cent. 
Higher wages have always resulted 
in a further intensive effort to in- 
crease the efficiency of the roads by 
the introduction of labor-saving ma- 
chinery and operations. The trend 
will continue with the result that 
the number of workers required in 
the future will probably be even less 
than at present although the vol- 
ume of traffic handled will probably 
continue to mount as far as tons 
per worker is concerned. 





Offsetting the Double 
Squeeze in Taxes 





(Continued from page 76) 


Wiles or United Biscuit. thereby 
accomplishing his major objective 
of establishing the tax loss and at 
the same time advoiding relinquish- 
ment of his position in the industry. 

In many instances sellers of a 
security showing a sizable loss might 
do better to switch to an entirely 
new industry since it is apparent 
that an issue which has done worse 
than average may represent a busi- 
ness with a continuing low invest- 
ment appeal. With that thought in 
mind there is included with this dis- 
cussion a second list of securities 
covering a fairly wide price range 
and selected with a view to both 
market and income appeal. This 
tabulation also is by no means com- 
plete, but by supplementing the 
securities contained therein by in- 
vestment suggestion contained in 
this and other recent editions of the 
Magazine, there should be little dif- 
ficulty in selecting suitable switches 
for funds derived from tax selling. 

Before taking any action on port- 
folio adjustments, it is important 
that the investor calculate his indi- 
cated income for the full year 
after allowing for exemptions. He 
should then carefully tabulate all of 
the security transactions already 


completed during the year, dividing 
them into the tax classification into 
which they fall. In other words, al] 
issues sold within 18 months will be 
classified as short-term gains or 


losses, and those held over 18 
months to the date of sale will be 
classified as long-term. The latter 
group is further divided as to issues 
held over 18 months but not over 
24 months and those held over 24 
months. Percentages of the gain or 
loss to be taken into account are 
100% on all short-term transactions, 
66 2/3% on long-term not over %%4 
months and 50% on issues held over 
24 months. It should be borne in 
mind that short-term losses may be 
used only to offset short-term gains, 
but 100% of net short-term gains 
are taxable. If short-term gains ex- 
ceed short-term losses, additional 
short-term losses should generally 
be taken where they exist, any sur- 
plus being carried over to apply 
against similar profits in 1942. If 
there is a carry-over of short-term 
losses from last year, this should be 
taken into account. 





The Invisible War 





(Continued from page 79) 


result of supplying the armies of the 
East and of the withdrawal of the 
rolling stock for use on the con- 
quered Soviet railways. Shortage of 
freight cars has led to intense dis- 
location of certain consumers’ goods 
industries and of coal deliveries. 
For example, the shipments of coal 
to Italy and the Scandinavian coun- 
tries have been behind schedule for 
some time and are in turn slowing 
down industrial output in those 
areas. Reports of effective labor 
sabotage have been particularly fre- 
quent from Czecho-Slovakia and 
Roumania. 

Since Germany has reached the 
stage of full employment of indus- 
tries and labor and the increase in 
production can be obtained only 
through the increase in efficiency, 
the refusal to make an extra effort 
in order to increase industrial pro- 
duction has become one of the most 
effective methods of sabotage. De- 
spite the recent mobilization of 
retired workers and students, de- 
spite the importation of foreign 
workers, forced conscription of labor 
in Poland and Yugoslavia and draft- 
ing of war prisoners into industries, 
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the shortage of labor has been get- 
ting increasingly acute. It has been 
estimated that the industries of 
Greater Germany are short about 
two millions of workers, while agri- 
culture needs at least another mil- 
lion. The London Economist reports 
that the training centers for arma- 
ment work in Germany are now al- 
most given over to non-German 
labor, but that the consistent sabo- 
tage, especially among forced labor 
from Poland, suggests that there is a 
point beyond which foreign labor 
cannot be profitably used. The cam- 
paign in Russia has further intensi- 
fied the labor shortage, as did also 
the tightening blockade. This is be- 
cause the growing shortage of raw 
materials requires more labor for 
the output of “ersatz” goods. 





Weighing Raw Material 
Supplies for 1942 





(Continued from page 71) 


competitive materials as aluminum, 
magnesium, and plastics also seems 
likely to augment the post-war 
problems of the copper industry, 
although, as an offset, new products 
are being developed by the brass 
industry and _ opportunities are 
looked for in a post-war boom in 
low cost housing. When all new 
shell case units are completed, the 
brass industry will have 35 million 
pounds additional monthly capacity 
in sheets and strip. 

Completion of scheduled aircraft 
construction will require the bulk 
of available aluminum, and leave 
nothing for ordinary civilian use. 
Production this year may not top 
500 million pounds, while the expan- 
sion program has encountered de- 
lays which may restrict 1942 pro- 
duction to 1 billion pounds, which, 
together with imports, is consider- 
ably less than estimated defense 
needs of 1.6 billion pounds next year. 
The shortages implied may be alle- 
viated somewhat by the new non- 
metallic material developed by 
United States Rubber Co., and 
known simply as Formula C-102, 
which is designed to displace sheet 
aluminum in certain uses. Very 
little tire making machinery is 
adaptable to the processing of the 
fibrous and rubber-like ingredients, 
and initial production is to be han- 
dled by companies in the fiber-board 
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industry. On the other hand, rapid 
advances in perfection of spot weld- 
ing of aluminum alloys bring nearer 
the realization of mass plane fabrica- 
tion. 

There is still enough tin to go 
around, but the dependence of the 
United States on foreign sources of 
supplies, principally the Far East, 
poses a problem in event of enlarge- 
ment of Oriental hostilities. Tin 
plate accounts for the major part of 
primary tin consumption, and, as a 
conservation measure, the tin coat- 
ing on cans was reduced 10 per cent 
earlier this year. Since producers of 
packaged food products are none 
too sure that ample tin supplies will 
be available indefinitely, a veritable 
scramble has developed for glass 
containers, production of which is 
breaking all records. 

While placed under mandatory 
priorities last March, the defense 
requirements for nickel have ex- 
panded rapidly, and an indicated 
1941 shortage against all demands 
of 40 million pounds is officially ex- 
pected to increase to 70 million next 
year. The steel mills are expected 
to take 120 million pounds of 195 
million pounds likely to be available 
this year, and other defense and 
unrestricted civilian demands are 
placed at 115 million pounds. Can- 
ada (International Nickel) is the 
chief source of domestic supply, and 
is requiring increased supplies of 
nickel for armor plate. Many do- 
mestic uses have been eliminated, 
but the automobile industry, a large 


user, will probably have to do with- 
out the metal. 

Total lead stocks have been de- 
clining, and were at a new low at the 
beginning of August, partly because 
of the use of lead as a substitute 
for copper, zinc, aluminum and tin, 
but largely because of increased use 
in bullets, shrapnel, batteries, insu- 
lation, and in the aircraft industry. 
While the United States is buying 
all the lead obtainable from Mexico, 
Australia and Peru, shipping is a 
problem, and total defense and 
civilian requirements have created 
a shortage of lead produced domes- 
tically. Higher prices may be neces- 
sary to bring out increased domestic 
production. 

Lead was placed under full priori- 
ties in October, and the greater part 
of lead supplies will be rationed to 
build up a reserve for use when arms 
output hits its peak. Since recent 
consumption has been at a rate of 
960,000 tons annually, with further 
increases in demand anticipated, and 
production, including that from for- 
eign ores, has been placed in the 
neighborhood of 600,000 tons (the 
difference has largely been made up 
from scrap and foreign imports), 
civilian uses in building, foil, type. 
and paint are in for curtailment. 

Zine is essential for manufacture 
of brass used in cartridge and shell 
cases, but supplies are insufficient 
for defense plus all civilian require- 
ments. Prices were recently ad- 
vanced one cent, or 13 per cent, to 
stimulate production and to help the 











zinc industry operate profitably, 
making zinc the first of the scarce 
metals on which price increases 
have been permitted by the Office 
of Price Administration. 





Prospective Year-End 
Dividends 





(Continued from page 87) 


to spend, tend to step up the quality 
of their buying, and usually this 
type of merchandise affords a better 
margin of profit. As the defense 
program expands and demands more 
and more of our manufacturing 
capacity, it is not unlikely that 
many of the industrial groups hav- 
ing a more staid earnings back- 
ground but catering directly to the 
consumer will successfully maintain 
a good, if not spectacular, earnings 
performance. In terms of invest- 
ment income, it is not inconceivable 
that the investor in these groups 
may in the end fare as well, perhaps 
better, than by attempting to cash 
in on the defense program. Ad- 
mittedly, these groups are not 
noticeably represented among the 
candidates for favorable year-end 
dividend action, but their invest- 
ment appeal should not be disre- 
garded on that score. 

In the accompanying compilation 
of companies, of which stockholders 
appear justified in anticipating 
something unusual in the way of 
dividends over the next two months, 
nearly all of the major industrial 
groups are represented. In fact the 
list is intended to be representative 
rather than inclusive. The choice of 
companies for the most part not 
only includes those with indicated 
earnings well in excess of recent divi- 
dends but those which in the past 
have generally followed the policy 
of augmenting regular dividends by 
extras or year-end payments. 





How to Average Up 
Investment Income 
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Carbide is a leading and _ progres- 
sive manufacturer of a widely diver- 
sified line of chemical products and 
there is no reason for not crediting 
the company with growth possibili- 
ties equal to those of the companies 
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eliminated, with the added induce- 
ment, however, of a somewhat bet- 
ter dividend return. 

As a result of the foregoing 
changes income on the issues sug- 
gested for replacement will be about 
46 per cent larger than on those 
sold. The net gain amounts to $675 
annually, raising the percentage 
yield from 4.6 per cent to nearly 
5.5 per cent. It would have been 
possible to have achieved an even 
larger increase in income but the 
recommendations have been deliber- 
ately selected with our reader’s con- 
servative ideas in mind. 





The Whys of Strength in Lon- 
don, Weakness in New York 
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between the two in favor of stocks 
as income producers has widened 
and brought new money into the 
equity market, even though divi- 
dend payments have also pursued a 
steadily declining course. 

Why dividends are declining can 
be seen from such a statement as the 
recent one of the Ford Motor Com- 
pany (England). The latest year 
shows gross profits twice those of 
the last peace year. Taxes are al- 
most eight times as high, and in 
place of earnings there is a deficit. 
Ford is a strong company and can 
pay dividends in the face of red ink 
statements, but has already cut its 
payments. Others are hit by the 
plan for concentrating the less es- 
sential industries among the firms 
that can handle the business most 
efficiently, with the marginal pro- 
ducers temporarily limited or 
barred. 

Bombing as an investment hazard 
is less serious than might be 
thought. All firms contribute to a 
government fund for spreading the 
risk, but of course permission to re- 
build is not likely to go to a non- 
essential industry while the all-out 
effort lasts. The main protection 
lies in the law of averages, which has 
been surprisingly lenient on British 
factories. The Ministry of Health 
has estimated “immovable prop- 
erty” in Greater London at £700 
millions, in county boroughs at 
£2,000 millions, and in other urban 
and rural districts at £3,300 millions 
—a total of £6 billions. The Econ- 
omist reports a company in 





Greater London which lost better 
than 314 per cent of its property, 
but estimates that for the country 
as a whole 2 per cent would be a 
closer figure for war damage in the 
first two years of the conflict. With 
a loss of half a billion dollars or less 
spread over all types and sizes of 
fixed assets, the threat to any single 
piece of property is not overwhelm- 
ing. When the blow does fall, its 
greatest toll is in preventing the pur- 
suit of regular affairs for an indefi- 
nite period. 

The signs of prosperity are pres- 
ent in England without the pros- 
perity. National income has risen, 
with wages in the van, but prices 
have managed to keep the wage- 
earner on the losing end. The rich 
are presented with all the ear-marks 
of a boom, and with the invitation 
to go along or see their own posi- 
tion grow steadily worse. Unem- 
ployment is down as near zero as 
it is likely to get. Under rationing 
and price markups, money is some- 
thing to be kept moving wherever 
possible. The whole psychological 
setting, if not the economic, favors 
the English stock market. 

After Dunkirk it seemed that 
nothing worse could happen to Eng- 
land short of the actual invasion 
and rout. Nothing worse did hap- 
pen; in fact her position improved 
very materially over the next six- 
teen months. The market has kept 
pace with this improvement, exhib- 
iting only one short spell of weak- 
ness in the first quarter of 1941. 

New York, on the other hand, 
either did not realize all the dangers 
when France fell, or is excessively 
timid now, or has acquired new 
worries of its own to justify refusing 
to follow strength in London. The 
last is easiest to believe, but a res- 
ervation should be made when ex- 
ercising pessimism over the outlook 
for American business. The policy 
of government toward business, 
which includes taxation, industrial 
controls, labor and farm policies, has 
run parallei in both countries, with 
England usually the first to make 
specific moves. What the investor 
has seen there so far has not fright- 
ened him into dumping stocks. It 
may be that, as at the end of 1936, 
the English see further ahead. 

The market is not one of war 
babies in London. (Out of seven 
leading aircraft stocks, four are sell- 
ing at or below their low points for 
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the period 1935-1939.) It is highly 
selective, with many signs of careful 
buying for a post-war recovery. 
That is a bold line of thinking right 
now. But when New York and 
London disagree, the English can 
point to their more frequent right 
tc say “I told you so” in the past. 





Another Look At... 





(Continued from page 95) 


a year ago. Mechanical goods sales 
were also higher as were deliveries of 
defense materials. Rubber _allot- 
ments for the final quarter of 1941 
are only 140,000 long tons or 21 per 
cent lower than actual consumption 
in the same period of 1940 but in the 
interim reserve stocks of rubber 
have been increasing so satisfactor- 
ily that there is a distinct possibility 
of an increase in allotments of crude 
rubber in the following quarter. In 
the meantime, tire sales will more 
likely follow a pattern of actual re- 
quirements rather than for inven- 
tory purposes with the result that 
the strong seasonal factor in the tire 
business will be flattened out. This 
would be a distinct advantage to 
both the manufacturer and labor. 
U. S. Rubber reflected the high 
level of rubber business in its first 
half report of sales and earnings. 
Net income for the initial six months 
of this year was at the best levels 
for some years. For the second 
half, however, it is not likely that 
first half earnings of $2.07 a share 
will be exceeded by a wide margin 
although earnings of $4.50 a share 
for the whole year are distinctly a 
possibility. Over the longer term, 
it is probable that defense business 
will increase and thus serve to offset 
higher taxes with a small margin to 
spare. A $0.50 common dividend is 
being held in abeyance until a pend- 
ing stockholder’s legal action can be 
settled. But once it is, further com- 
mon dividend payments are likely. 


Wheeling Steel Corp. 


Wheeling Steel is demonstrating 
the inherent possibilities of any steel 
manufacturer once the break-even 
point of production is passed. Op- 
erating at practically full capacity 
and producing a line of products in 
great demand both for general in- 
dustry and defense, earnings are at 
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record levels in spite of higher costs 
and taxes. So active has the com- 
pany been that second quarter earn- 
ings alone were greater than those 
for either of the two full preceeding 
years. And, the $6.60 a share re- 
ported for the first six months of 
this year was w:thin a few cents of 
equalling earnings for all of 1939 
and 1940 combined. It is probable, 
however, that second quarter earn- 
ings of $3.96 a share represented a 
peak for any quarter for some time 
to come. This is in most part due 
to higher taxes and the fact that 
production facilities are already em- 
ployed at close to their maximum 
capacity. Nevertheless, earnings for 
1941 are expected to be no less 
than $11 a share of common stock 
as compared with $3.32 a share re- 
ported for 1940. Dividends, well in 
excess of the $0.75 a share paid last 
year are also to be expected. 

The longer term earnings pros- 
pect depends mostly upon available 
supplies of raw materials. Scrap 
metal is the most critical of these 
for the company is fairly well sup- 
plied with coal and iron ore from 
controlled sources. There will prob- 
ably be no decline in immediate de- 
mand for such steels as are manu- 
factured by Wheeling and even after 
the emergency has passed, there 
should be enough latent demand for 
light materials to afford a sizable 
business in such products for some 
time to come. Earnings, however, 
can hardly be expected to hold up to 
1941 record levels. 





Motors in Arms Program 
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is expected to be around $750 mil- 
lion, and recent plans have been 
for production of $675 million of this 
tetal during 1942. Chrysler cur- 
rently has only around $400 million 
in defense contracts, and, with the 
production stage just about begin- 
ning, has appeared more vulnerable 
to profits curtailment during the im- 
mediate future, despite the notable 
achievement of planning, building, 
and equipping plants (not to men- 
tion extensive labor training) for 
volume production of medium tanks, 
and other war items from field kitch- 
ens and trucks to airplane engines. 
Obvious from the start of the 
armament program was the fact that 


the automobile industry, with its 
managerial ability and genius for 
mass production, would be called 
upon for major contributions to the 
defense effort. The industry’s ratio 
of defense contracts to total con- 
tracts awarded durable goods pro- 
ducers currently is substantially less 
than the industry’s normal percen- 
tage of total durable goods produc- 
tion. Not long ago, defense produc- 
tion schedules of the industry were 
expected to provide only a partial 
cushion against the letdown in pas- 
senger car output. Current devel- 
opments are rapidly changing this 
prospect, and the probabilities are 
that accelerated defense awards dur- 
ing the course of 1942 will lift vol- 
umes to new record levels. 

The effects of reduced passenger 
car output will be felt acutely by 
auto parts makers concentrating on 
original equipment, while those 
whose major customers are truck 
producers will have little or no con- 
traction in sales. Replacement pro- 
spects are regarded as favorable, 
provided defense requirements do 
not seriously curb private car usage. 
For the auto parts industry, as a 
whole, defense work therefore is be- 
coming the mainstay of earnings, a 
condition which is likely to continue 
for the duration of the emergency. 

As curtailment in passenger car 
production deepens, variations in 
earnings experiences of individual 
auto parts companies will widen. 
Stocks of many companies have 


_promise as war speculations, but 


those of other companies which can- 
not obtain war orders to offset the 
loss of normal business obviously 
lack attraction. 

Most parts makers have con- 
tracted to make armament items, 
and many have attained volume pro- 
duction on certain types of war 
goods. The enterprises which got in 
on the ground floor of the defense 
program have an advantage over 
those companies whose manage- 
ments more recently have been seek- 
ing any type of military work for 
which plants can be adapted. In 
worse plight are those relatively few 
companies not likely to participate 
importantly in defense work, if at all, 
because of the nature of normal pro- 
duction. On the other hand, a few 
producers closely identified with the 
requirements of the heavy truck 
business are in position to augment 
sales, and at least maintain earnings 
if not actually improve upon recent 
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operating results. 

Considering the changes taking 
place in the relative standing of in- 
dividual auto parts manufacturers, 
the industry’s dollar volume appears 
likely to be maintained, although 
earnings may shrink because of the 
smaller returns obtainable on de- 
fense work and the increasing weight 
of taxes. The difficulty in gauging 
accurately the probable earnings 
outlook both for individual compa- 
nies and the industry is augmented 
by the fact that sub-contracts for 
parts and assemblies from other com- 
panies with orders for planes, tanks, 
guns, engines, ammunition, or simi- 
lar military equipment, form the 
bulk of defense business, with direct 
Government awards only a relative- 
ly small part of the total. Hence, 
the comments made on individual 
auto parts companies in the ap- 
pended table cannot be regarded as 
other than transitory and subject 
to change as additional data become 
available. At present, however, the 
concerns which appear in the best 
relative positions include Bendix 
Aviation, Bohn Aluminum, Spicer 
Manufacturing, Timken - Detroit 
Axle, Bower Roller Bearing, Electric 
Auto Lite, and Kelsey-Hayes Wheel. 

The dynamic changes in the com- 
position of industrial functions un- 
der a war economy increase the diffi- 
culties of selecting securities which 
will enable the investor to maintain 
a healthy investment position. By 
timely action in the light of cur- 
rent developments and _ probable 
trends, the risk of loss can be mini- 
mized. Selective portfolio diversi- 
fication provides the soundest basis 
for avoiding investment pitfalls. 
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of Chain Stores 





(Continued from page 90) 


Union. All of these units should do 
moderately better than a year ago. 

Variety stores in general will feel 
only moderate results of higher con- 
sumer buying power, since sales fluc- 
tuate relatively mildly in bad times 
and good. The greatest difficulty will 
be to obtain sufficient merchandise 
to maintain sales volume and higher 
prices for new merchandise, increased 
wages and larger taxes will make it 
necessary to subordinate quality to 
profit margins if earnings are to 
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be held close to recent modest levels. 
The only real sales improvement 
will accrue to those companies oper- 
ating in previously very low income 
territories. The situation of Wool- 
worth is further complicated by 
the continued decline of English 
profits due mostly to the inability 
of the British subsidiaries to obtain 
adequate supplies of merchandise 
for resale. McCrory Stores may 
run counter to the general trend of 
the variety stores mostly because 
the largest part of its sales accrue 
from the Pennsylvania steel areas 
where payrolls are high and _ busi- 
ness booming. J. J. Newberry also 
serves a highly industrialized area 
although it will probably be neces- 
sary to compromise with quality in 
order to maintain profits at any- 
thing near to those of recent years. 
G. C. Murphy is in a favored area 
and is an excellently managed chain 
with a remarkable record of sales 
and profits growth in recent years. 
While not normally considered 
when compiling chain store statis- 
tics, there are several retailing or- 
ganizations operating nothing more 
or less than a chain of retail stores 
although none of them conform to 
the usual chain store practices of 
fixed price limits or merchandise in- 
tended solely for sale to the lower 
income groups. Among such a group 
will be found the two leading mail- 
order houses, Montgomery Ward 
and Sears, Roebuck, both of whom 
cperate a number of retail stores 
and a series of catalogue stores 
which carry only samples from 
which orders are taken. There 
are also several chains of junior de- 
partment stores, such as chat, oper- 
ated by J. C. Penney Co. which 
cater to the low and medium income 
eroup with a_ stock of men’s, 
women’s and children’s apparel, dry 
goods and other merchandise. 
Approximately 60 per cent of 
Sears, Roebuck’s sales are made 
through its chain of nearly 600 
stores while a slightly lesser pro- 
portion of Montgomery Ward’s 
total sales accrue from its more than 
650 store outlets. Both organiza- 
tions have preferred locations for 
their stores and were it not for ex- 
traordinary conditions, should do 
well as far as the volume of sales 
is concerned. The major drawback 
in this situation is, however, that a 
large proportion of both companies’ 
sales consist of hard goods such as 


tools, machinery, household equip- 
ment, auto supplies and the like, 
Hard goods are becoming increas-) 
ingly difficult to obtain with the 
result that store sales of both Mont- 
gomery Ward and Sears are likely 
to fall off in a direct ratio to the drop” 
in inventories of hard items. 4 


On the other hand, J. C. Penney 
Co., selling soft goods, should be™ 
able to report continued rising sales 
in keeping with the gain in con- 
sumer incomes. Currently there are | 
shortages in some soft goods but | 
the textile industry is capable of” 
producing far more material than © 
actually needed for defense with — 
the probable result that all Govern- 
ment requirements will soon be 
satisfied and there will be adequate © 
supplies for civilian consumption, — 
Penney operates some 1,580 stores | 
located mostly in the smaller cities” 
of the middle west. Only a few of © 
the locations are owned, the ma- ~ 
jority being held under leases of” 
varying length ranging from one to | 
20 years with a very few being for 7 
as long as 99 years. Nearly all of © 
the stores are located in or near 
active defense areas and the variety 7 
of merchandise carried depends in 
great measure upon the size of the 
town in which the store is located. — 
The stores grant no charge accounts 
or deferred payments. 

Although earnings for 1941 are ex- 4 
pected to be somewhat higher than 
those of 1940, no increase in the cur- 
rent $5 dividend rate is anticipated. 

The drug chains, which account | 
for more than 25 per cent of all re- 
tail drug sales, should do well this 
vear because of higher consumer | 
buying power. The largest of any © 
group’s profit margins are found in 
the drug chains and there is no pro- | 
hibition against adjusting prices up- | 
ward to absorb higher taxes and | 
other rising costs. 

The restaurant chains will con- | 
tinue to gain in sales volume but 
profit margins will decline since it 
is difficult to pass on higher operat- 
ing and food costs to the consumer. 

Chains dealing in auto accessories, 
radios and similar merchandise will 
be hampered by the operation of 
priorities and scarcity of goods suit- 
able for their trade. Some merchan- 
dise will undoubtedly be procurable 
but hardly in sufficient volume to 
permit the maintenance of sales— 
much less profits—at even close to | 
recent levels. 
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